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Mobility has to keep moving - to keep pace with 
changing times. In light of issues ranging from 
climate change and a decline in natural resources 
to traffic jams in urban areas, we all need to go back 
to the drawing board and find new mobility options 
that are not only efficient, but also sustainable. The 
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the future of flexible fleet management now. 
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From the Editors 



It Pays to be Nice 

Ryanair’s 32% jump in 
their first-half year profits 
for this year is said to be 
down to Ryanair being 
nice to its customers 
say, Michael O’Leary, 
the CEO of the 
airline. Michael O’Leary 
now claims that “If I 
had known being nicer to 
customers was going to 
work so well, I would have started many years ago.” 

Because of the success of Ryanair, it was difficult to find an argument 
to say Michael O’Leary is not a good example of customer care, when 
customer care boiled down to simply — give them low cost flights and if 
anyone has any problems — shoot them in the mouth. 

It should not be forgotten that O’Leary and Ryanair had built a fortune 
on its nastiness — in the early years of Ryanair, he was reputed to have 
said such things like — “People say the customer is always right, but you 
know what — they’re not. Sometimes they are wrong and they need to be 
told so.” “You’re not getting a refund so fuck off. We don’t want to hear 
your sob stories. What part of ‘no refund’ don’t you understand?” 

Complaints to Ryanair were well in excess of 100,000 a year which it 
claims are now down by 40% because of its new found niceness which 
followed two profit warnings in late 2013. 

But the rethink was forced by a profit warning which in turn was 
forced by the internet. Consumers no longer have to rely on budget 
airlines for lower prices, the internet opened the door — Ryanair did not 
see it coming! 

In the age of a combination of social media and internet technologies 
and economic downturns, it pays even more to be nicer. 
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business jet engine maintenance program in the world, 
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travel, CorporateCare will be there to support you. To 
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Leadership 



Leadership Innovation: 

Huawei's rotating CEO system 

BY DAVID DE CREMER AND TIAN TAG 



The CEO of an organisation is where the buck 
stops, and to whom all credit is due for success. 
But is this idea of the CEO as a “heroic leader” 
out-dated? Organisations need to implement 
leadership innovation to secure a successful and 
profitable future, as Ren Zhengfei has done with 
his multinational company Huawei. 

C EO’s are the driving force behind any for-prof- 
it organisation. They are often represented as 
heroic leaders analysing how the company 
should respond to changes and opportunities repre- 
sented by society, economy, markets and finally cus- 
tomers. Or, at least, that is what popular beliefs about 
the role of a CEO want you to believe. We all know 
that when companies are scrutinised, the CEO is held 
accountable. Also, when a company is invited to hear- 
ings the one who is in charge will usually be summit- 
ed, which in reality is the CEO. All of these practic- 
es have led to the idea that a CEO is the embodiment 
of the company responsible for any decision made 
or any result achieved by that company. Particularly 




when it comes down to a company’s financial per- 
formance, the CEO is often regarded as the individ- 
ual promoting sales, profit and creating shareholder 



A recent history of Huawei 
Source: http://consumer.huawei. 
com/en/about-us/index.htm 

— I — 




June 2005: Huawei's first 
3G mobile phone, the U626, 
was awarded the 'Best 3G 
Smartphone' by the Charlton 
Media Group. 




June 2006: Huawei launched the 
world's fastest and most compact 
HSDPA USB Modem, the E220, in 
Singapore. 




Huawei achieved global recognition 
for its mobile WiFi design, receiving 
the Red Dot Design Award for the 
E270, and the IF Product Design 
Award for the El 72. 




November 2008: Huawei's El 80 
was named the 'Best Mobile 
Broadband Product' at the Asia 
Mobile Awards. 




Mobile World Congress 2009: 
Huawei debuted its first Android 
smartphone and announced its 
cooperation with T-Mobile. 
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value in general. For example, Fortune magazine 
wrote in 1997 in their April issue that the then-CEO 
Louis Gerstner added more than $40 billion to IBM’s 
market value, making it sound as if he was solely re- 
sponsible for this amazing achievement. 

But, is this idea of the CEO acting as heroic leader 
in an increasingly more competitive and dynamic 
global market truly a valid one? This question is not a 
new one and the idea of the CEO as the leader respon- 
sible for everything good and bad has been challenged 
theoretically. However, so far, no company has under- 
taken any actions to challenge this idea in real life. In 
other words, to date, no true innovation management 
ideas have been implemented yet to challenge this 
notion of the CEO as a heroic leader. In this article, we 
wish to discuss a multinational company that has intro- 
duced an innovative leadership model when it comes 
down to the role of the CEO. This company is the 
Chinese telecom giant Huawei, which was established 
as a private company by its founder Ren Zhengfei in 
1987 in the economic testing zone of Shenzhen. 

What do we know about this company? In 2012, 
Huawei became the world leader in the telecommuni- 
cation industry when it surpassed Ericsson in terms of 
sales revenue and net profit. In 2014, Huawei reached 
an all-time high sales revenue of CNY288.197 billion 
(US$46,515 billion) and CNY27.866 billion (US$4.49 
billion) in net profit. At this moment Huawei employs 
about 170,000 staff, including more than 40,000 non- 
Chinese (75% of employees outside China are local 
hires), and serves more than 3 billion customers 
worldwide. It is ranked number 285 on the Fortune 
Global 500 and the only Chinese company that re- 
ceives more sales revenue from markets outside 
(67%) than from inside China. 

The overwhelming success of the company has 
been attributed much to the thinking and vision of its 
founder Ren Zhengfei. He is known as a leader who 
inspires and motivates people to pursue innovation at 



all levels and at the same time adopts a reflective and 
self-criticising attitude, especially in times of success. 
In fact, in Huawei a strong belief exists in the power 
of thinking. Indeed, Zhengfei is not afraid of challeng- 
ing his own leadership by using insights taken from 
both history and scholarly writings. For that reason 
it is maybe no surprise that the true management in- 
novation in this company takes place at the leader- 
ship level where Huawei has challenged the notion of 
having one aU-mighty CEO in place. Indeed, Huawei 
has replaced the practice of having one CEO by imple- 
menting a rotating CEO system. In this system three 
deputy chairmen act as the rotating and acting CEO 
for a tenure of six months and form a board of seven 
together with four standing committee members. In a 
symbolic way, the four standing committee members 
are present to provide a stable pillar to the three rotat- 
ing CEO’s. The person who holds the CEO position is 
at that time the highest ranking officer in the company; 
whereas Zhengfei maintains his CEO role at all times 
to act as a mentor and coach for the rotating CEO. 

To elect the seven board members, Huawei uses a 
democratic voting system. To understand this system 
it is necessary to be aware of the fact that Huawei is 
an employee-owned company where Zhengfei only 
owns 1.4% of the company shares, whereas 82,471 
employees hold the rest of the shares (stated in 
Huawei’s 2014 Annual report, as of December 31, 
2014). These 82,471 employees first select 51 share- 
holder representatives and 9 alternate representa- 
tives. These 60 representatives then select candidates 
for the standing committee. The selected candidates 
must then deliver a speech to the 60 shareholder rep- 
resentatives, who win then vote. 

Where does the idea of a rotating CEO system 
come from? 

Within Huawei the belief exists that we need to 
respect and learn from nature itself Such insights can 



a a 




Huawei 's rotating CEO system 
In this system three deputy 
chairmen act as the rotating 
and acting CEO for a tenure of 
six months and form a board of 
seven together with four standing 
committee members. 



The true management 
innovation in this 
company takes place 
at the leadership level 
where Huawei has 
challenged the notion 
of having one all- 
mighty CEO in place. 




IFA 201 0: Huawei launched the 
first IDEOS smartphone with 
Google's Android 2.2 operating 
system. 



August 201 1 : Huawei debuted 
its cloud service, and introduced 
the world's first cloud-enabled 
smartphone, Huawei Vision. 



September: Launched three 4G 
devices. Ascend PI LTE, E589 
Mobile WiFi, and E392 MBB device, 
in partnership with Everything 
Everywhere (EE) in the UK 



Mobile World Congress: 
Announced the new global 
consumer "Make it Possible" 
brand campaign. 



October: Huawei was ranked 
95th in Linkedin's "World's 100 
Most InDemand Employers of 
2014" and was the only Chinese 
company to make the list. 
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Ren Zhengfei 

CEO of Huawei Technologies 



which helped Ren Zhengfei to move his focus from 
the more operational tasks to developing the strate- 
gy and culture of the company. Interestingly, this de- 
cision to spread the function and tasks of the COO 
over a number of executives aligns well with the 
recent popular trend within the corporate world to 
eliminate the COO function and allocate the opera- 
tional tasks across executives at C-suite level. Indeed, 
a survey by the senior executive search firm Crist 
Kolder Associates, revealed that the function of 
COO is gradually disappearing from the business 
world (i.e. the percentage of Fortune 500 and 
S&P 500 companies with a COO has de- 
clined steadily from 48 percent in 
2000 to 36 percent in 2014). 

Important for the develop- 
ment of the C-suite at Huawei is 
that the rotating COO system 
helped Zhengfei to turn more 
into the thought leader — 
rather than only being the en- 
ergetic and directive leader 
he always was — that people 
know today. In 2012, the ro- 
tating CEO platform came to 
life and was at that time con- 
sidered a form of disruptive in- 
novation in corporate leadership. 
Due to the implementation of this 
platform, Zhengfei was able to create 
even more latitude to grow in his role of 
thought leader. Having said this, it is impor- 
tant to note that despite his leadership role change 
he nevertheless keeps a significant amount of in- 
fluence in the decisions taken within the company. 
Indeed, the standing committee makes the deci- 
sions, but every decision also requires a signature by 
Zhengfei. Specifically, due to this influence, he has 
kept two types of power: the power to impeach the 
acting CEO and veto power (which he rarely uses). 



teach us much about how companies should func- 
tion. In case of the rotating CEO system, two stories 
from the animal kingdom are important. The first 
story relates to how herds of buffalos live and func- 
tion together and is inspired by a book on new lead- 
ership called Vlight of the Buffalo by James Belasco 
and Ralph Stayer. In this book it is explained that 
herds of buffalos follow their chief buffalo and if 
this chief is killed the herd will end up in chaos and 
die as well. According to Belasco and Stayer, this 
story represents the traditional leadership style 
where one leader gives direction and there- 
fore becomes indispensable, creating 
a situation where followers will not 
know what to do if the leader is 
no longer present. In a similar 
vein, Ren Zhengfei does not 
want Huawei to be clueless 
about its own business di- 
rection if he - as the only 
CEO - should pass away. To 
avoid this situation, a second 
animal kingdom story is rele- 
vant. This story is about how 
ducks fly when travelling in 
groups. Ducks tend to fly in a 
'‘V” formation and what is spe- 
cific to their behaviour is that the 
leader of the group changes regu- 
larly, allowing others to rest. In line 
with the duck’s flying behaviour, Huawei 
has decided to counteract the possible neg- 
ative consequences of having only one leader 
(CEO) by introducing a system where the enacting 
CEO changes regularly as well. Finally, the idea of 
having a fixed-time period to rotate CEO leadership 
is inspired by the rotating four-year system that is 
used for the presidential elections in the US. 



How was the rotating CEO system 
implemented? 



Huawei did not implement this rotating system im- 
mediately. The first move in this direction happened 
by installing a system of rotating COO’s. Eight exec- 
utives rotated on a regularly basis in the role of COO, 



What will the future bring? 

Many observers have noted that the ultimate goal 
of the rotating CEO system is to identify the pre- 
O decessor of Ren Zhengfei. The business model of 



Ren Zhengfei does not want Huawei to be clueless about its own 
business direction if he - as the only CEO - should pass away. 
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Huawei is based on values that Zhengfei has made 
important since the inception of the company — 
serving the needs of customers by being sincere, 
persistent and innovative in making the dreams of 
customers come true. A potential worry towards 
the future, however, is whether they will be able 
to remain such a strong value-driven organisation 
without Zhengfei being a part of Huawei anymore. 
For that reason, the Western media especially has 
suggested that this CEO rotating system is used 
as a kind of entrance exam to determine who 
will become the next leader of Huawei and thus 
succeed Zhengfei. Talking to several executives 
within Huawei, however, the idea exists that the 
company is not looking for a replacement of Ren 
Zhengfei at all. In fact, it is their belief that Huawei 
in the future will make use of a shared leadership 
idea where all participating executives will safe- 
guard and develop further the company’s values. 

This idea of shared leadership is clearly reflect- 
ed in the features that make up for the rotating 
CEO platform: 

• By not allowing one person to be the leader of the 
company aU the time, the company wiU make use 
of the collective wisdom of the standing commit- 
tee rather than the wisdom of one single individual. 

• By rotating the CEO every six months, the 
company will be led by different personalities, 
which will create a much more diverse work place 
where different perspectives will be communicat- 
ed and tested. To avoid potential conflicts, due 
to the fact that the standing committee members 
have different personalities, aU members have to 
agree with any public communication beforehand. 

• Due to the shared decision making process and 
the fact that Huawei is a private and not pubhc 
company, the long-term and sustainable interest 
of Huawei will be best served. 

These characteristics of the rotating CEO plat- 
form ensures that Huawei’s values will not fade soon 
as they are collectively endorsed and the decision- 
making process towards the future will also be a col- 
lective one. In addition, two more practices within 
Huawei exist with a focus on ensuring that the com- 
pany’s values are spread and communicated. The 
first practice includes the existence of the Huawei 
University where training sessions are given on how 
to conduct Huawei business and provide solutions 
with a focus on serving the needs of their custom- 
ers. The second practice is the use of a value training 



THE ROTATING CEO SYSTEM OF 
HUAWEI HAS DELIVERED A DECISION- 
MAKING SYSTEM WHERE BOTH 
THE IDEAS OF DEMOCRACY AND 
CENTRALISATION ARE BALANCED 



camp for new employees where they are introduced 
to the values that form the backbone of the growth 
and success of Huawei so far. The aim of the camp 
is repetition of the core values and to communicate 
that both individual and collective growth is possi- 
ble by serving the needs of the customers. 

In conclusion, aU of the above and the literature 
on the recent trend in approach to leadership as a 
shared social phenomenon, it is clear that the CEO 
position represented by a unique individual problem- 
solver is not the future for value-driven organisations. 
The innovative approach of Huawei to leadership 
represents an interesting and insightful approach to 
how leadership at the highest company level may look 
hke in the future. Indeed, the rotating CEO system 
of Huawei has delivered a decision-making system 
where both the ideas of democracy and centralisation 
are balanced. This system means that a company can 
prevent itself from collapsing due to a single leader, 
and at the same time benefit from the shared wisdom 
present to raise efficiency. 
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HUAWEI'S UNIQUE 
TRAINING SYSTEM 




Huawei University: training 
sessions are given on how 
to conduct Huawei business 
and provide solutions with a 
focus on serving the needs of 
their customers. 




Value training camp for new 
employees: where they are 
introduced to the values 
that form the backbone of 
the growth and success of 
Huawei so far. 



www.europeanbusinessreview.com 11 



Leadership 



Transitioning 
to General 
Management 

BY KEVIN KAIER, MICHAEL RICH 
AND IJ SCHECTER 

Being successful in your industry does not necessarily 
guarantee success in your new capacity as general manager. 
Whatever your background or route to the top, there are certain 
tools that should assist you on your journey to becoming a 
successful general manager. 



videos and provide comments, and by the depth and 
diversity of the insights and reflections they offered. 
These insights and reflections not only provided 
great context for the book, they also allowed us to 
identify ten key success factors that we think will 
help guide others in making a similar transition from 
functional to general management. 

Being an effective general manager requires the 
same thing today as it will require tomorrow: the 
willingness to lead, the openness to learn, and the 
unwavering commitment to value creation. It also 
requires an ability to generate trust and build a per- 
ception of fairness, as well as an ability to look 
beyond simplistic, narrowly-defined, short-term in- 
dicators and understand the impact of behaviours 
and decisions across a broad perspective and into 
the long-term. This ‘big picture’ view is difficult to 
explain and nearly impossible to measure, but there 
are key success factors that we feel will help any 
general manager with the transitions required in the 
way they manage the business, manage others, and 
manage themselves. 



“You are being promoted to a general management 
role — congratulations!” With those words, shivers of 
excitement as well as trepidation run down your spine. 
You are about to face an entirely new set of challeng- 
es which will demand skills and competencies which 
were not needed up to this point in your career. Even 
worse, many of the skills that helped you to achieve 
success in your career thus far will now become your 
biggest weaknesses. You realise that to deliver your 
new mandate, you must change. But how? 

For our recently released book, Becoming a Top 
Manager: Tools and lessons in Transitioning to General 
Management^ we decided one way to answer this ques- 
tion would be to pose it to past participants in our 
INSEAD executive education program. Transition 
to General Management, who had already made this 
transition. These people represented a broad mix 
from different backgrounds, industries, companies 
and geographies with one thing in common: they 
are somewhere on the new learning curve of what 
it means, and what it takes, to become a successful 
general manager. 

We were delighted both by the enthusiastic re- 
sponse from so many willing participants, who took 
time out of their jobs and lives to watch scripted 
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Key Success Factors for Transitioning 
to General Management 



Questions are much more important 
than answers 

Successful functional managers often attribute their 
success to the knowledge and experience they have 
gained in their functional role. Having become accus- 
tomed to having the answers to sometimes quite diffi- 
cult questions, many have great difficulty in transition- 
ing to a role that relies more on questions than answers. 
It is simply not possible for a general manager to know 
aU the answers. Moreover, the surest way to prevent 
your people from asking the right questions and con- 
tributing to the ongoing adaptation and problem-solv- 
ing of your organisation is to start telling them what to 
do, and what success will look hke, instead of asking 
how you can help them. Find a way to be confident 
and persuasive without having to have answers. This 
is a ‘process’ approach to management, rather than 
a ‘knowledge’ approach to management. (Applies 
equally to Managing Self, Others and Business) 

Trust is the key to all effective communi- 
cation and management 

When people look ‘up’ within the organisation they 
see ‘the boss’ who could over-rule them, embarrass 
them, or fire them. For this reason, their natural re- 
action to any person above them in the hierarchy is a 
combination of admiration (hopefully) and fear (un- 
fortunately). As a general manager, you may some- 
times have to make decisions that may not be seen 
as in the best interest of a specific functional area. 
In order to ensure that everyone continues to speak 
openly and honestly to you, you need to demonstrate 
fairness, openness, and sincere respect. Their honest 
input and feedback is the key to your success in your 
general management role, but if they don’t trust you 
to react fairly and constructively, they will quickly 
stop providing it. Be aware, this trust may take years 
to earn but it can be lost in an instant. (Applies most 
directly to Managing Others) 

Beware of your expertise - it may no 
Kiil longer be a strength 

As one moves up to a role in general management, 
one must be able to see and prioritise ALL areas of 
the business, but our tendency to stay in our ‘comfort 
zone’ may inhibit or even prevent one from being 
capable of doing this quickly and correctly. There 
is evidence that ‘experts’ possess more bias in their 
areas of expertise than non-experts, which actual- 
ly makes them less able to pick up new trends, see 



Be extremely careful to not allow your 
expertise to make you biased, closed-minded, 
and over-confident, rather than open-minded, 
data-driven, and learning-oriented, as you 
transition to a role in general management. 

different perspectives, or anticipate different future 
paths. This effect is further exacerbated by the ten- 
dencies of those ‘below’ in the hierarchy to ‘agree’ 
with those above, which further enhances the mis- 
placed confidence in mistaken assumptions and opin- 
ions by those who’ve moved up the hierarchy. For all 
of these, and other, reasons, be extremely careful to 
not allow your expertise to make you biased, closed- 
minded, and over-confident, rather than open-mind- 
ed, data-driven, and learning-oriented, as you transi- 
tion to a role in general management. (Applies most 
directly to Managing Yours elQ 

Value is not Earnings, nor is it Market 
Share, nor is it Share Price, nor is it ... 

As one moves to a role in general management, one 
must be sure to expand their scope in two key di- 
mensions: (1) From the short-term to the long-term; 
and (2) from the single area of responsibility to the 
broader impact on the entire organisation. Resist the 
temptation to over-simplify the job by choosing to 
define success by narrowly-defined, short-term per- 
formance indicators and instead maintain his/her in- 
tegrity and focus on the long-term, organisation- wide 
impact of management decisions. Let’s face it, if you 
aren’t doing this, how can you expect the subordi- 
nates to do so when they receive targets on narrowly- 
defined, short-term indicators? (Applies most direct- 
ly to Managing the Business) 

Business is about serving customers to 
drive long-term survival 
The GM must never forget that every decision in busi- 
ness must be oriented around serving customers, and 
doing so in a way that the organisation makes the 
money necessary to support its continued health. As 
competitors seek to achieve the same, survival depends 
upon having a sustainable competitive advantage in 
the ability to serve customers and make money in the 
process. Any time a discussion around a decision isn’t 
expkcitiy, as well as imphcidy, focused on addressing 
this customer-driven, efficiency-oriented perspective 
on how to build and sustain competitive advantage, 
then the GM must re-frame the problem and get the 
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discussion back on the right track. (Applies most di- 
rectly to Managing the Business) 

Be aware of, and mitigate the role of bias 
in decision-making 

It is well known that the human brain tends to follow 
mental processes that make use of 'shortcuts’ that 
result in predictable and systematic ‘biases’ in the 
way we select data, make decisions, and learn from 
our past. Be conscious of these biases and be vigilant 
in mitigating their impact, for example by forming 
diverse teams, collecting broad data sets, making use 
of ‘reframing’ of questions to check whether the 
answers are influenced by the framing of the ques- 
tion, and assigning and rotating the role of ‘devil’s 
advocate’, among other techniques. (Applies most di- 
rectly to Managing Yourself) 

H Morale is everything - Business is about 
making money, but that doesn’t mean it 
can’t be fun 

If your people are not excited, motivated and deter- 
mined to come to work and continue to learn and 
adapt and drive decisions and actions which contin- 
uously re-establish the business’s competitive advan- 
tage and use it to create and capture value, then you 
are not succeeding as a general manager. Continuously 
assess whether and how your management processes 
are demotivating individual members of your team 
and search for solutions to maintain high morale. 



The perception of fairness is fundamental to morale 
— be sure they see regular evidence of fairness in your 
processes. And remember, in spite of the pressures 
of business, people like to have fun — be creative in 
building opportunities for fun into your organisation. 
(Applies most directly to Managing Others) 

Success depends upon teamwork 
We work in teams in order to accomplish tasks 
which one person alone cannot achieve. To achieve 
high-performance, the team must have trust (in com- 
petence and integrity) across the parties, a shared 
respect for the different roles, a common objective 
(value creation for the organisation into the long 
term), and regular and high-quality communication, 
among other attributes. The general manager must 
be ever-vigilant to ensure these elements remain in 
place and are continuously reinforced and are per- 
ceived as being present to all. (Applies most directly 
to Managing Others) 

Trust, Learning and Fairness - the Pillars 

of Managing for Value 

The challenge of business, to deliver customer 
value more successfully than the competition while 
doing so more efficiently with fewer resources than 
the competition, is unrelenting. As the solutions 
will be elusive and changing continuously, success 
will require all team members have a mindset and 
culture of continuous learning and adaptation, and a 



If your people 
are not excited, 
motivated and 
determined to 
come to work 
then you are not 
succeeding as a 
general manager. 
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willingness to work in a collaborative, open way. This 
culture will only exist if all members of the organisa- 
tion perceive a high level of fairness, and have trust in 
others and in the decision-making processes. Always 
be on the lookout for opportunities to reinforce these 
pillars as well as watching for behaviours which un- 
dermine these pillars which need to be ‘nipped in the 
bud’ before they create negative spirals from which 
recovery is extremely difficult and expensive. (Applies 
most directly to Managing Others and the Business) 
Sports teams have ‘practice’ and ‘game 
time’ — Business is perpetual ‘game time’. 
Build in practice time 

We learn through failure combined with a conscious 
effort to reflect on why a technique or process lead 
to failure, so we can modify the process or adopt new 
techniques to improve performance. Musicians, ath- 
letes, and others recognised for displaying extremely 
high levels of performance in a particular area, all go 
through a similar learning process: practice, feedback, 
reflection and coaching. The GM who can build a 
culture of such continuous learning through ‘small- 
scale’ and rapid experimentation into the day-to-day 
management of the business will be rewarded with a 
motivated and money-making organisation. (Applies 
most directly to Managing Others) 

Managing the Business, Managing Others, 
and Managing Yourself 

Of the three areas, managing the business, others and 
yourself, the major challenge in successfully transition- 
ing to a role in general management will concern the 
third area. Managing yourself delves into the difficult 
personal awareness needed to be a fully performing 
general manager. The only thing that matters now is the 
ability to learn how to learn — constantly, and without al- 
lowing opinion, personal agendas, or political manoeu- 
vring to compromise sound, value-based decision-mak- 
ing and effective management of those around you. To 
become truly successful leaders, the general manager 
must embrace, and exploit, their own individual journey, 
which will in turn allow them to complete the transfor- 
mation into true creators of value for their organisa- 
tions. Your personal and professional transition will look 



different from anyone else’s. You have your own per- 
sonality, your own background, your own biases, your 
own skin set, your own hot buttons and blind spots. 
Therefore, it isn’t possible to prescribe any one formula 
for success. Rather, it is important to emphasise the 
change you must undergo to step effectively into this 
new role. It is not an overnight transition; it takes time, 
effort, and willingness. The path you are on does not 
take place in a vacuum. We encourage you to leverage 
those around you, seek guidance from those who have 
experience and those you trust, and open yourself up to 
as much learning and skiU-building as you can. 
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To become truly successful leaders, the general manager must embrace, and 
exploit, their own individual journey, which will in turn allow them to complete 
the transformation into true creators of value for their organisations. 
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Brilliant Senior 
Team Work 



BY JOHN SUTHERLAND 




A large number of businesses have a gap between the es- 
poused strategy and what actually happens day by day. So 
much so that it even has its own phrase in the consultan- 
cy world - “the rift between the rhetoric and the reality”. In 
this article, John Sutherland discusses how to bridge the gap 
between the operational and the policy cycle and to achieve 
brilliant senior team work in organisations. 

D ave was the fifth CEO in the business in as many years. 
Would he last? They had written his name on his office door 
in chalk so he was not off to the best start. But Dave was re- 
silient and up for a challenge. Just as well, as it turned out. 

Taking Stock 

Dave did the sensible thing and took two months to understand the 
business he had taken on. Understandably, his pressing question 
was why had the previous four CEOs been asked to step down? 
The Board told him they were not ‘‘up to it” but what “it” was had 
never been specified to his satisfaction. Something was off and he 
smelt a rat. He asked me to help him flush out the problem and fix 
it at source. The clock was ticking for his first six-month review. 

The problem, it turned out, was two fold. Firsdy, there was a 
senior person on the team, Barry, who had been the first CEO, who 
was the technical “grandfather” of their process. He did not want 
a boss and did his own thing, regardless of decisions made by the 
senior team. Secondly, senior team work was dire and was failing 
to provide the leadership the business needed to pick itself up and 
come out of the downturn, sunny-side up. 

A Business Cannot Have Two Heads 

First things first. A business can not thrive with two heads. It never 
works well. You have to be able to achieve an agreement as the senior 
team and hold the line. Disagreeing strongly behind closed doors is 
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After twenty-five 
years in consultancy 
work the biggest 
surprise to me is still 
the degree to which 
senior teams spend 
a disproportionate 
amount of time in the 
operational cycle. 



fine, but once the doors open there has to be agree- 
ment, coherence and compliance. Barry had infor- 
mal networks that by-passed the formal management 
controls and confused people in the engineering shed. 
Who should they listen to? But, because he was the 
technology founder, the previous three CEOs had felt 
unable to remove him, for fear of missing a critical 
technology input, going forward. Dave's understand- 
ing was that they needed to maximise the commercial 
value of their current technology, not develop more, 
and drive to an exit for their investors, not continue 
their history of R&D spend. So Barry left and a major 
handbrake on progress was released. 

Senior Team Focus 

The second problem proved to be more tricky to fix. 
The meetings had become mired in operational detail 
and were viewed by all as not adding value. They were 
also incredibly boring. At the first meeting I attended 
there were 10 people sitting round a large table taking 
turns to give an update on progress (or lack of prog- 
ress) on their monthly objectives. Death by PowerPoint 
was rampant, so we drew breath. They were in the op- 
erational cycle of the strategic process map. (see oper- 
ational cycle model below) Let's be clear. They knew 
what their strategic objective was — it was to make the 
current technology commercially successful and head 
towards an exit from their investors in three years. But 




in the room you could be forgiven for thinking that the 
main focus of the business was to talk about the lack 
of progress against the plan on 27 highly tactical objec- 
tives, each in massive detail. 

The Operational Cycle 

After twenty-five years in consultancy work the biggest 
surprise to me is stiU the degree to which senior teams 
(around the world) spend a disproportionate amount 
of time in the operational cycle. This is the phase 
where we are focussed on putting into action the plans 
and objectives that were set by the CEO/Board/ 
Senior Team. It is the ‘‘doing” phase of the business 
cycle where we work in the business, not on the busi- 
ness. And there is nothing wrong with that. We all need 
to expose our strategy to the risk of being successful 
by taking intelligent action with the resources available. 
But by itself it is not enough. There has to be a balance 
between doing what we said we would and keeping 
half an eye on refining our approach and our aspira- 
tions for the future, aka the Policy Cycle. 

Some businesses get stuck in an operational loop. 
Marc's was a case in point. Every quarter they hero- 
ically managed to just about hit their forecast, patting 
themselves on the back for their efforts. Better then 
not hitting the numbers, as we know, but they were dis- 
mayed when I pointed out to them that fighting their 
way out of a revenue gap at the end of every three 
months was not the same thing as leadership. They 
were in constant catch-up mode. Yes, they were “on 
plan” (after a fashion) but the medium-term future 
looked like more of the same — a frantic rush towards 
a number that always seemed to be impossible to hit. 

Marc's division was a striking case but take a moment 
to check on your own team work focus. What per- 
centage of your meeting time is given over to project 
updates and operational reporting by individual direc- 
tors/managers? For many businesses it is over 75%. 
And in these businesses, when we ask where the Policy 
Cycle work is, they point to items on the agenda that 
reference future facing themes. The problem is that 
they never quite seem to find the time to get to these 
items because the urgent supersedes the important, 
time after time, and the future facing item is yet again 
deferred for a few more meetings, before dropping off 
the agenda altogether a few months later. Marc's team 
meetings got caught in a common pattern of hacking 
through the jungle of operational undergrowth. From 
time to time we need to climb a nearby tree to check 
that we are stHl heading in the right direction. “Wrong 
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jungle” is not the cry you want to hear when you are 
working all the hours possible and your family is com- 
plaining that you are more like a lodger then a parent. 

The Policy Cycle 

At this Stage it is all too easy for a senior team to make 
a classic mistake, one that Dave was keen to avoid. 
An off-site is called to re-set strategic direction and 
the senior team disappear to their favourite hotel for 
a couple of days of perspective setting and business 
planning. Nothing wrong with that, in and of itself 
The problem comes in the disconnection that often 
follows the off-site. In Dave’s organisation they had 
become used to the senior team going off-site. They 
did it twice a year and had done so for the previous 
three years. The problem was that it was as if there 
were two different worlds. One world, at the hotel, 
where pristine business thinking took place, consider- 
ing the vision (a statement of a desited future some 
3-5 years out with an objective outcome measure so 
we know if we are making progress) and the emerging 
strategy (an unfolding plan on how best to achieve the 
vision with the resources available and in our market 
context). There were some beautiful ideas discussed 
and agreed in those previous years but they were dis- 
connected from the real world of the business, where 
work carried on as usual. The senior team would come 
back, gleaming with delight and clarity, but quickly 
became frustrated by the lack of real change that fol- 
lowed. A few months later and, once again, the opera- 
tional urgent had displaced the strategic important and 
the next off- site was planned to re-set the focus. Net 
result: no actual change in the business. And that was 
the second challenge Dave had inherited, (see separat- 
ed operational and policy cycle diagram) 

Dave is not alone. A large number of business- 
es have a gap between the espoused strategy and 
what actually happens day by day. So much so that 
it even has its own phrase in the consultancy world 
— ‘hhe rift between the rhetoric and the reality”. All 
talk and no action, in other words. Frustrating aU 
round. The senior team are annoyed that the rest of 
the business is failing to catch up. The rest of the 
business is frustrated that the senior team appear to 
live in their own fluffy cloud, floating above the real 
world of the daily grind. A match made in hades. 
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The Double-loop Model 

It was Chris Argyris who first introduced the world 
to the idea of joining these two worlds together 
in an intentional learning loop, back in the 1970s. 
Sometimes old ideas are the best. His first notion was 
the most compelling and straightforward. We know 
that putting a plan into action is going to bump into 
problems. It does not work to simply to hatch a plan; 
you have to adapt as you learn what works. So Argyris 



It was Chris Argyris who first introduced the world to the idea of joining the Operational 
and Policy worlds together in an intentional learning loop, back in the 1970s. 
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suggested we focus on these deviations from the plan 
as a process of intentional learning. Each time we fail 
we learn a little more. Every cycle of learning helps us 
refine our approach until, eventually, we gain mastery 
in the delivery of our strategy. Like all revolutionary 
ideas it is at once elegant and profound. Take the very 
problems that frustrated senior teams in the past and 
convert them into a continuous improvement loop. 
Brilliant, (see double loop model above) 

Armed with this novel idea senior teams could 
come back from their off-sites with coherent 



Staying in the shaded area is strategic process; the 
unfolding dance between the future we are creating 
and the current reality we are dealing with; and that, 
when achieved, is brilliant senior team work. 



direction, knowing full well there would be a steep 
learning curve on how to make this work in prac- 
tice, and then set about ensuring their organisation 
was agile enough to carry on adapting itself until the 
path forward became credible, practical and action- 
able. Having set delegated actions for the organisa- 
tion they were alert to feedback from the operational 
cycle on how to achieve their objectives in the most 
time-effective way. You have to go round the whole 
figure of eight policy and operational cycles many 
times, before the way forward becomes clear. 

As Dave told his team, we know we need to drive 
the commercialisation of our current technology but 
we have yet to discover how to do this really well, so 
our primary task is to learn. Yes we want to make sales 
but the highest priority is rapid learning. And that was 
when the organisation tilted on its axis. We all felt it. 
Thereafter, his senior team meetings were buzzing 
with debate about what was working and, equally im- 
portantly, what was not working. Rather than get lost 
in the operational detail of each project, as they had 
before, they trained themselves to stay in the shaded 
area between the policy and operational cycles, where 
they held the tension between their high level vision 
and their current reality. And that takes some practice 
to achieve. Many teams 'Tall asleep” and confuse in- 
tentional rapid learning with merely completing a set 
objective. The former always sharpens your ability to 
elegantly achieve your vision. The later merely ticks 
off another task on the to-do list. Just another busy 
fool day brewing. Staying in the shaded area is strate- 
gic process; the unfolding dance between the future we 
are creating and the current reality we are dealing with; 
and that, when achieved, is brilliant senior team work. 

As for Dave he has settled into the CEO role and 
now has the full backing of his Board. The business 
has transformed under his leadership and they are on 
course for their exit within 18 months. The day he re- 
placed his name in chalk with a proper printed sign he 
called me. That was a fun call. €3^ 

About the Author 

John Sutherland is the Director of 
Strategic Resource, which assesses and 
develops senior teams in order to 
support them achieving their business 
plan. He is also the Director of the 
Leadership Initiative, which provides bespoke in- 
house programmes focussed on the specific skills re- 
quired for each unique organisation. 



20 The European Business Review November - December 2015 







3"' Annual Summit 



GLOBAL 
FEMALE LEADERS 

THE ECONOMIC FORUM FOR FEMALE EXECUTIVES 
IT" - 19'" APRIL, 2016 1 THE RITZ CARLTON BERLIN | GERMANY 




Join the world's most forward-thinking business leaders to 
discuss gloiial challenges, successful strategies and latest trends: 

35+ International Speakers 

30+ Hours of Exclusive Networking 

25+ Innovative and Content Driven Sessions 



Speakers? include: 

I Jurate Keblylo 

Group CFO, 
KUKA KolMitics, 
Germany 




Dr. Alksa lohniiiuii 

Chief 111 form at bn 
Security Officer, and 
former Deputy CtO 
for the White House, 
Stryker, USA 

Preniium Partners 



Michala Marcussen 

[ ^ Ahl Global Flead of Economics, 
^ Soci^le Geiierale 

^ Corporate and Invest- 
ment Banking, U.K. 

luliana RulJch 

Tech Entrepreneur, 
Executi\tj Director, 

llshahidi Tnc., 

Kenya 

Official Carrier 





Kristallna Georgieva 

Vice President Budget 
& Human Resources, 
£U Commission, 

Bel gium/Bul ga r ia 

Danit Peleg 

CEO ibunder, 
31>-Printed Fashirm, 
Israel 




Kim Wylie, 

Global Lead for 
Change and 
Transformation, 
Google, U.K. 

Frederlque 
Covington Corbett 

International Marketing 
Director Asia-Pacific, 
Middle East, Russia, 
Twitter, Singajmre 



Promoter 



FUjiTSU 



Media Partners 






Umhans« 






PageGroup 



Supporters 



BAB(T)R 



Hosted by 



tiUSiUtlSSO brnridciriS ^^OlQlOQiJ© 1 1 OiebusineSiSlyear 

Official Part of 



MAXAGEMEMCiRCll" 



: Global Leaders Summit Series 

■ FXni'SniL tNNOV.lTIVfi, t'OMTiM I^RIVJE^ 



www.globalfemaleleadersxora 










University of Amsterdam 





AIVSTERDAM 

RUSIMESS 

SCHOOL 

1 I 



Apply today at: 




Business 



The Amsterdam MBA 



Take your career to the next level 



www.the-amsterdam’mba.nl 



Transform your career and invest in your future with the Amsterdam Business School's dynamic MBA 
programme. The Amsterdam MBA prepares you to thrive in today's international business environment 
as an effective, well-rounded leader of tomorrow. The flexible full or part-time format of the 
Amsterdam MBA allows you to balance your professional and personal commitments with intensive 
study, while the extensive range of electives on offer means you can tailor your programme to 
match your career ambitions. 




Apply today at www.the-amsterdam-mba.nl 



Accredited by: 



EFMD 

EQUfS i/ni/ao 




Transformation 



Feature 




Impact of Digital on How 
We Implement Change 

BY AUDRA PROCTOR 



No one doubts the effectiveness of face-to-face 
workshops for organisational change implementa- 
tion. But the practicality of things, such as, avail- 
ability, time, expense and choice of venue, to name 
a few, makes running training workshops a chal- 
lenge for many organisations. In this article Audra 
Proctor of Changefirst unveils how advancement in 
digital technology and digital delivery methods has 
brought many organisations alternative, equally ef- 
fective and cost-effective solutions. 

I was quite taken by a recent article in the September 
(2015) issue of People Management, CIPD. The 
article was reaUy about the power of video to 
transform L&D efforts, but it also provided an inter- 
esting insight into the impact of digital m the world of 
organisational change implementation. 

The article kicked off with an interesting snippet 
from the British builders' merchant and home improve- 
ment retailer - Travis Perkins. Based in middle England 
(Northampton), it operates 1,900 outlets across the 
United Kingdom & Ireland. Around 12 month ago, 
the organisation created a YouTube account and from 
that time period to now, more than 570 videos have 
been uploaded to the account. It transpires that when 
Travis Perkins first receive a new product Hne, employ- 
ees can be seen capturing immediate intel and experi- 
ences on their smartphones; from the unpacking, to 
assembling and testing new products, which is then up- 
loaded to YouTube in a matter of minutes and avail- 
able to colleagues far and wide. 

With over 26,000 employees spread over large 
warehouses in different locations, getting people into 
a classroom to learn and try out for themselves had 
been increasingly difficult and therefore it had to be 



‘pushed’ out to staff However, these short, user-gen- 
erated video clips were not only creating a ‘puU’ for 
just-in-time learning, but resulted in an estimated 
£lm saving in product training over the time period. 

This is very reminiscent of change implemen- 
tation across the global organisations we support. 
For years, our clients had wrestled with the inconve- 
nience, lack of availability, time, and expense of face- 
to-face workshops. No one doubted their effective- 
ness, but travel expenses and venue fees alone quickly 
added up — not to mention the cost of creating and 
running the programmes, and the loss of work time 
for participants. Even just a two-day offsite training 
programme could cost over £50,000, and in 2014, 
we were able to help a client slash a £400,000 organ- 
isational training expense to a £50,000 one — while 
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training four times more people — with an e-learning 
programme created in Articulate Storyline. 

This is just one of the impacts of digital on how we 
implement major organisational change — being able 
to build employee capabilities to manage and adapt to 
change quickly and cost effectively, without geograph- 
ical limitations. Yet, some organisations seem to be 
struggling with embracing new approaches to learning. 
Deloitte’s recent 2015 Global Human Capital Trends 
survey reported that only 40% of organisations rated 
their organisations as ‘ready’ or ‘very ready’ in learn- 
ing and development. In the report the authors make a 
very important observation: “Faced with gaps in talent 
and skills, CEOs are turning to CHROs and CLOs to 
ask for more and better learning platforms and prod- 
ucts. Just when the need is most urgent HR organisa- 
tions face a massive digital transformation in the learn- 
ing and training industry, plus new expectations by 
employees for on-demand learning opportunities.” In 
other words, we are in the midst of a transformation 
and some people and organisations are 
struggling to keep apace. 

The challenge is substan- 
tial. But what is driving this re- 
quirement for more digital 
support? We have been 
developing online train- 
ing and tools for almost 15 
years, but have never seen the 
level of interest that there is right 
now in digital learning combined with ap- 
plication tools, roadmaps, virtual help etc. I see 
five main drivers. 

1 . The technology that powers all of this is cheaper, 
more reliable and simply much better. The advent 
open-source platforms, mobile, video and in- 
creased computing power have all contributed 



to making this possible. As a layman, it just all feels 
much easier to develop and use. 

2. Suddenly there are online offerings everywhere! 
For example. Massive Open Online Courses 
(MOOC) are being offered by over 400 universi- 
ties now. To show the potential, over $400 million 
was invested in providers such as Khan Academy 
and Coursera. Plus the learning technology market 
has grown by over 27%. 

3. The population called the ‘digital natives’ are 
moving into key management positions. Digital 
natives are people who were born into an age 
where technology was ubiquitous. They inhabit a 
world where personalised digital experiences are 
the norm. YouTube, Amazon and Netflix set their 
expectations, not a 1 0-year-old LMS system. They 
want corporate learning to feel like this. 

4. Digital gives organisations the opportunity to 
support projects on a ‘just-in-time’ basis. For 
example, when organisations launch a strategic ini- 
tiative they can ensure people have had the right 
training and are equipped with a set of tools to 
help them plan, analyse and deliver change much 
more effectively. 

5. A ‘sea-change’ has happened in organisations in 
the last decade. Multiple trends are making organ- 
isations focus on digital delivery methods contrib- 
uting to this. To give you a couple of examples: 

• People believe that they are overwhelmed by work 
and time away from the desk will only increase the 
load, not help with it. 

• Fierce and relentless focus on cost reduction 
means that organisations see the cost of people 
travelling to and attending workshops and meet- 
ings is no longer affordable. 

All of this creates an environment where enter- 
prises and employees believe that time is a very pre- 
cious resource and the possibility of being over- 
whelmed by work is always just around the corner. 
In fact, in some cases it is here right now. Solutions 
that can offer convenient help when and where 
people need it are likely to be prized over more 
fixed offerings that involve travel and days away 
from work and family. 

A few years ago, I was talking to a senior manager 
at a global client of ours, headquartered in the US. She 
told me she had been asked to attend a leadership de- 
velopment programme that was for the first time being 
delivered solely online. It involved some upfront learn- 
ing, completing a set of personal assessments and 
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receiving both expert and peer-group coaching She 
told me that she hadn’t been looking forward to it very 
much. She said: ‘‘At the end of the day I learned what I 
needed to know Sure I missed meeting up and socializ- 
ing with my colleagues. But you know, when I thought 
about it I didn’t have all the hassle of travelling to the 
workshop. I was able to spread the learning over a few 
weeks to fit my schedule, I didn’t have to work in the 
evening while attending the programme to catch up 
with emails and I didn’t have to be away from my young 
family. All in all it was the best use of my time and one 
that worked very well for my employer and myself” 
This senior manager’s explanation is a lot less 
evangelical than many of the articles you will read 
and the speeches you will listen to about how digital is 
transforming the world. But what struck me so forc- 
ibly when I listened to her was that whenever tech- 
nology can simultaneously solve both personal and 
organisational problems then it is going to get used. 

These trends are combining to bring digital so- 
lutions to the fore. Somehow there is a trade-off 
emerging here where digital is not only the most ef- 
fective delivery method but also one that meets the 
needs of many organisations and their employees. 

It was summer 2009 when we began to envision 
a very different type of support than we had offered 
to enterprises in the previous 15 years. In addition to 
needing to get quality change knowledge and tools 
to impacted groups just-in-time and cost effectively, 
there were a few other deployment challenges which 
our clients were facing, such as: 

• How to help a global project team to better 
prepare to receive change with geographically dis- 
persed user groups? 

• How to deploy a set of change tools to help with 
building and deploying change management plans 
in a consistent fashion? 

• How to track the progress of change plans being 
deployed in different local areas? 

So, in response to this we developed our digital 
and cloud based platform - e-change®, delivering an 
end-to-end change management solution for business 
around the globe and giving them the tools and train- 
ing to implement change; leader and employee educa- 
tion, diagnostics, planning templates, reporting tools as 
well as a social learning functionality all instantly acces- 
sible no matter where or when. We based our platform 
on our proven and industry-leading People-Centred 
Implementation methodology, so to enable compa- 
nies to create an envitonment of sustained change 



themselves and to help them implement change more 

successfully. But what’s the real impact of digital ? 

In just a few clicks: 

• Change and project managers could be working 
on any number of change projects simultaneously, 
with information stored all in one place 

• Change managers could feel more confident to lead 
the Programme Board with a visible evidence base 
of segment and benchmarked decision-making data 

• Senior change agents could work together with 
global peers, assigning specific change plans / sec- 
tions to colleagues and then be able to consolidate 
their feedback into one single plan 

• Project managers could be effectively analysing 
risks on projects and acting quickly and efficiently 
on high risk issues 

• Users would be able to benefit from just-in-time 
coaching, practical hints and tips from a virtual 
coach to help fast track their application 

• Users would improve their change productivity, 
working quickly because of the 24/7 availability of 
tools, status indicators and embedded work flows 

• Change and project managers could increase their 
credibility as a result of trustworthy data and pro- 
cesses at their finger tips 

Incidentally, our learning has been that all this tech- 
nology has to be supported by processes that build 
leadership support and create a core team of inter- 
nal experts (people that can consult, teach and coach). 
Nevertheless, having a strong basis for conversing 
with, and engaging, key stakeholders — on demand, on 
the iPad or tablet and on the move, can help people 
feel more confident about the difference they can make 
and that’s why digital platforms will be increasingly im- 
portant to organisations over the coming decade. £3^ 

To find out more about Changefirst, PCI® our People - 
Centred Implementation methodology or e-Change® our cloud 
based, end to end change management solution please contact us 
on marketing@changefirst.com or 0044 (0) 1444 450777. 
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those times we look back on with infinite fondness. 
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MOBILE CUSTOMER APR 
ENGAGEMENT PAYS OFF 

BY PETER WEILL AND STEPHANIE L WOERNER 



The popularity of the smartphone has exploded, 
and continues to do so. The ever-growing usage 
of the latest mobile technology across all demo- 
graphics provides businesses in any type of in- 
dustry with unique opportunities to reach their 
customers. But a lot of these opportunities are 
left untapped. In this article, Peter Weill and 
Stephanie L. Woerner discuss how all business- 
es can invest in mobile apps and create further 
success for their firms. 




M obile changes everything. People typical- 
ly love their mobile devices and creating 
an app that keeps customers engaged pays 
big dividends. In our survey of 334 companies glob- 
ally, the companies that achieved high customer en- 
gagement goals via mobile apps also had net margins 
and revenue growth significantly higher than their in- 
dustry average. To generate this premium, engaging 
customers via mobile apps is a muscle aU firms need 
to develop. As important as mobile apps are to en- 
hancing a company’s current strategy, they are also 
an important change strategy because they introduce 
a new customer channel and a way to deeply engage 
with customers — particularly younger customers. 
In this piece we describe how to build mobile app 
muscle based on case studies and our global survey. 
We describe 5 different strategies and success stories 
from Westpac, Dunkin’ Donuts, Johnson & Johnson, 
Garanti and Woolworths to help us aU learn how to 
succeed with mobile apps. 

Turkey’s second-largest private bank, Garanti (gen- 
erating a ROA of 1.7%, twice the industry average), 
decided that to successfully target new young custom- 
ers would require a different approach than relying on 
their 1000 branches. iGaranti was born — a smart fi- 
nancial coach mobile app that addresses the every- 
day financial needs of miUennials. The multi-award 
winning iGaranti introduces some ground breaking 
features including^ 

1 . Recognition of favorite brands based on spending 
patterns and making targeted and exclusive offers 
often based on GPS location. 

2. Monthly budget estimates with warnings and 
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advice regarding spending and potential shortfalls. 

3. Social connections via Facebook, etc. with peer- 
to-peer money transfers. 

4. Digital wallet capabilities. 

5. Drag and drop tiles to customise the App. 

6. Voice input and output with an avatar. 

Garanti found a way to reinvent banking for a 
new generation by moving to a mobile engagement- 
centric strategy from their traditional branch-based 
product-centric approach. With record take-up from 
millennials, iGaranti will hopefully create a new gen- 
eration of life-long customers for the bank. The com- 
bination of data-rich interactions and a direct-to-the- 
customer channel allows Garanti to create and deliver 
more targeted offers and build a tailored relationship 
with each millennial. How is your company thinking 
about mobile? 

What Is Your Mobile Strategy? 

Most companies we talked to, whether B2C or B2B 
businesses, had or were working on customer mobile 
apps. But only a few companies are putting signifi- 
cant dollars and senior management attention into 
their efforts. In a recent MIT CISR poU only 20% 
of companies reported spending more than 11% of 
their IT development budget on mobile apps; a far 
greater number, 46%, spent less than 1% of their 
IT budget on apps. But as always with technology, 
success depends not just on how much you spend, 
but on how clearly you define your strategy and how 
effectively your organisation executes. 

So far weVe identified five distinct mobile app 
strategies (we’d love to hear from you if you have 
a different approach!). They are listed in our esti- 
mated order of increasing impact on the strategy 
— if successful: 

• Brand Enhancement — increase customer en- 
gagement by providing a useful, typically free, 
service that enhances the brand — e.g., Johnson & 
Johnson’s 7 -Minute Workout app 

• Omnichannel — improve the customer experience 
integrated across channels — e.g., Woolworths’ su- 
permarkets shopping app 

• Targeted Segment — create a unique offering for 
an important segment — e.g., iGaranti for millen- 
nials app 

• B2B2C — connect to end customers directly for 
companies who typically sell to end customers via 
another company, e.g.. Dunkin’ Donuts app 

• Mobile First — launch aU innovations on the 



mobile channel, e.g., Westpac and USAA mobile 
banking apps 

Brand Enhancement 

The goal of a brand enhancement mobile app strate- 
gy is to increase customer engagement with the brand 
and companies have been very creative with how they 
use this strategy. Typically a brand enhancement strat- 
egy deploys a mobile app that is complementary to 
the company’s products and services. For example, 
Johnson & Johnson, with more than 250 business- 
es, has a number of mobile apps designed to enhance 
their corporate brand, including: 

• Care4Today Mobile Health Manager Supports 
and reminds user to stay on schedule with medica- 
tions. Allows sharing of medication schedule with 
others. 

• Digital Health Scorecard Calculates a personal 
'‘health score.” Estimates likelihood of developing 
common chronic diseases such as diabetes, heart 
or respiratory diseases or cancer. 

• Donate a Photo For every user photo shared, 
Johnson & Johnson donates $1 to a cause the user 
supports. 

• Johnson & Johnson Official 7 Minute Workout 

Features a high-intensity aerobic and resistance 
training with video, tracking and customisation, 
using only body weight and a chair. 

Brand enhancement is a particularly attractive 
strategy for companies — often B2B companies — 
who want to make a first strategic entry into engaging 
their customers directly via mobile, but not focus on 
selling their products. 
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Figure 1: Woolworths Shopping App 

Shop in store, shop online for home delivery, or shop online and collect it 



Shopping history used to identify your 
reguiar purchases and those on special 

Personalized reai-time fuel prices at the 
nearest station based on your discount 

Shopping lists customized by store, sorted by 
aisle order. Can create, edit, save and share lists 

Over 800 recipes, ability to add the 
ingredients to shopping list with one 
tap. Heaith and weilbeing content. 




Track fuel savings vouchers earned 
Promotions availabie at your local store 



Show store specific information, 
including aisles of products 



Scan products in your cupboard. 
Self-scanning in the shop (new) 



Tip shopping basket into on-line 
purchase and payment register (future) 



I liiimiif Center for Information Systems Research (CISR) 

I I © 2015 MIT Sloan CISR 
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Figure 2: iGarani targeting millennials in Turkey 
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Center for Information 
Systems Research (CISR) 
©2014 MIT Sloan CISR 

Source: https://www.fjordnet.com/workdetail/igaranti/ 





Omnichannel 

The goal of an Omnichannel mobile app strategy is 
to enhance the overall relationship with the custom- 
er by providing a seamless cross-channel experience, 
better than either physical or digital channels alone. 
Woolworths is the largest retail company in Australia, 
with 3000 stores and multiple brands spanning food, 
liquor, gas, and general merchandise. In 2014, it had 
revenues of AUD$60.8 billion (US$55.9 billion) 
and a net profit margin of 4.2%. Rather than target 
only online shoppers — whose purchases comprise 
just a fraction of its overall revenues — Woolworths 
launched a mobile app to enhance the shopping 



experience for aU its customers with a smartphone 
(see Figure 1 on the previous page). 

The feature-laden app helps build a shopping list 
(e.g., by scanning barcodes), reorders the shopping 
list based on the aisle layout in the store a customer 
is visiting, highlights special offers based on custom- 
ers’ past loyalty card purchases, and tracks fuel dis- 
counts. Shoppers who can’t get to the store or who 
would rather buy online can press a single button to 
purchase aU or part of their shopping list with same- 
day delivery in the major city areas. In a country of 22 
million people, the Woolworths app has been down- 
loaded more than two million times. The impact is 
impressive with mobile app users spending 65% 
more than physical store only shoppers, illustrating 
that enhanced customer engagement on mobile apps 
can drive more total sales than relying on the physi- 
cal channel alone. 

Targeted Segment 

iGaranti was designed to target digital natives — ages 
1 8 to 28 — who live on their mobile devices. The goal 
was to attract young customers who didn’t have a 
banking relationship and slowly grow their portfo- 
lio of products and services, by building strong en- 
gagement via the mobile app, and then make them 
loyal customers for life. A fresh design was used to 
create an emotional connection with the customer 
by making the app easy, social, proactive and cool!! 
Figure 2 shows the money bar that tracks spending 
patterns and then sends notifications and recommen- 
dations to the customer. There has been strong en- 
gagement, with 43% of ever-logged in customers 
being active users. 10% of customers have applied 
for a loan in the first year, (see Figure 2 above) 

B2B2C 

In a B2B2C model, the company historically hasn’t 
connected directly with the end customer because 
they sell through another business, often a B2B busi- 
ness. Using mobile apps the company can now make 
a connection with the end customer more effective- 
ly. For example, P&G found that 83% of their cus- 
tomers decide before going to the store what product 



Enhanced customer engagement on mobile apps can drive 
more total sales than relying on the physical channel alone. 
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they want to buy. Given that P&G historically rarely 
knew or connected directly with their 4.5 billion end 
customers, mobile apps are a chance to establish that 
connection. P&G began with websites like Pampers, 
com and now have mobile apps like Pampers Reward 
— all designed to increase the customer’s engagement 
with the brand and influence the purchase decision. 

This model is also very useful for franchise com- 
panies. For example Dunkin’ Brands has 18,000 
restaurants in 60 countries which are 100% percent 
franchised. Dunkin’ is a highly successful operator 
with 2014 net profit margin of 23.5% compared to 
an industry average of 14.1%. Dunkin’ launched 
its first mobile app in August 2012, and soon it 
became an important way to interact with its end 
customers. This was an opportunity — perhaps 
for the first time — to really create a relationship 
with, and deeply understand, their end custom- 
ers. Dunkin’s rewards program called DD Perks, 
which offers targeted promotions and incentives 
to guests, drove adoption of the app. The app 
and DD Perks has helped cut seconds off service 
speed, increased cross-selling, enabled payments 
and raised the average size of the order. 

The app creates a win-win-win for Dunkin’, its 
franchisees and the customer. This strategy provides 
a rare opportunity for franchise owners to connect 
directly with customers and build loyalty across the 
network of operators who are often independent 
small businesses. Perhaps for the first time, franchise 
operators like Dunkin’ Brands can effectively create a 
relationship with the end customer and use the data 
collected to improve services. 

Mobile First 

At Westpac, which views mobile as the front door 
to its organisation, '‘Mobile First” is a commit- 
ment to a new way of doing business. One of the 
four large banks in Australia, Westpac had 2014 rev- 
enues of AUD$19.9 billion (US$18.3 billion) and 
net profit margin of 23.4%. As part of its business 
strategy, Westpac declared that aU new product and 
service offerings will be introduced in the mobile 
channel first. Westpac has delivered more than 45 
mobile and tablet apps across its four major brands. 
The results of Westpac’s focus on mobile have been 
impressive, with 7.5% of the company’s customers 
now interacting with the bank on mobile only, and 
with 20% of simple products — credit cards, simple 
loans, certificates of deposit, etc. — now sold on its 
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mobile channel. Customers are clearly delighted, with 
Westpac achieving a mobile Net Promoter Score 
(NPS) of 63, compared to the average US bank 2014 
NPS of 34.^ NPS is one of many techniques compa- 
nies use to assess the customer experience. 

A key strategic opportunity of mobile is to create 
very fast feedback from the customer and effective- 
ly amplify the customer voice inside the enterprise. 
Mobile First is a significant strategic change requir- 
ing not only a commitment to mobile but also typi- 
cally requires organisational surgery to realign the ex- 
isting products and businesses with mobile being the 
front door to the company. For most companies this 
means rethinking — and reorganising — how the phys- 
ical channels will be used in a Mobile First strategy. 

The Payoff from Mobile Customer 
App Engagement 

The good news is that mobile apps for customers 
can pay off handsomely. However, companies need 
to focus on what mobile does best: letting them get 
to know their customers better. The bottom-line 
results are very encouraging. We found that 71% of 
the companies set high goals for mobile custom- 
er engagement. The companies that achieved their 
high goals (43% of the total sample) also had net 
margins and revenue growth 5.5 percentage points 
and 6.1 percentage points higher than their industry 
average. These top-performing companies set high 
goals for increasing customer engagement; decide 
on a clear mobile app strategy and pursue that strat- 
egy to achieve their goals. We learned from our case 
studies that initial successes encourage more exten- 
sive use of the mobile channel to engage customers, 
with increasingly significant investments and organ- 
isational commitment. The result is a reinforcing pos- 
itive spiral of mobile channel success. 

What now? 

We believe every company — yes, every company — 
needs to get great at mobile apps. But there are chal- 
lenges. Here are four actions every company should 
be doing now to create great impact from their cus- 
tomer apps: 

• Use mobile apps to ensure you have a great cus- 
tomer-centric strategy. Mobile changes everything 
and allows companies to be much more focused — 
and get great data — on their customer needs. 

• Begin building mobile app muscle today. Mobile 
capability needs to be learnt and will challenge the 
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power status quo in your company. For example, a 
great mobile strategy will often raise the question 
of which group in the company is now responsi- 
ble for the customer experience. 

• Pick the one of the 5 mobile app strategies that is 
best for your company. Set a high goal for increas- 
ing customer engagement and then execute. This 
will help gain the confidence of senior management 
to support further mobile customer engagement. 

• Service-enable the essential transactional systems 
that make you great as a company. A key strate- 
gy for creating mobile apps quickly is to separate 
the core transactions from the mobile app devel- 
opment. For example, BBVA, the large Spanish- 
based global bank, has service-enabled its core 
banking services like payments and FOREX. The 
services were then made available to all the busi- 
ness and product areas internally. With servic- 
es enabled, any group within your company can 
then quickly build mobile apps that reuse these 
services. This will improve speed to market and 
does not require tinkering with the core systems 
for every new app. 

• Debate whether to have one or many mobile apps 
— so far we see no best practice around how many 
mobile apps a line of business needs and how they 
link — just a lot of interesting experiments. 

• Start the conversation of what a successful mobile 
app strategy will mean for your other assets — 
people and physical. For example for banks, retail- 
ers, universities and other physical asset heavy, hi- 
touch business models, mobile is likely to drive a 
different use of these physical hi-touch channels — 
with a slow and steady reduction in their use. 

As you finish this piece please take a moment to 
reflect on how important mobile is to your strate- 
gy today. Are you a leader? Or a follower? Are you 
cashing in the bottom line benefits we reported 
above? Whose job is it to oversee mobile? And how 
can you energise the young people in your company 
to help lead the charge — they really get mobile. You 
don’t have time to wait. E3^ 
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ABOUT THIS STUDY 

To understand how companies were using and generating value 
from customer mobile apps we conducted a survey and five 
case studies. In the case studies we typically interviewed 3 or 4 
people in each company and analysed documents, the mobile 
app and firm performance. We received 334 surveys from re- 
sponses from executives knowledgeable about their companies' 
mobile strategy. We asked respondents to answer the survey 
with their most popular customer mobile app in mind. We as- 
sessed mobile investment allocation, mobile strategy, stakehold- 
ers involved, effectiveness of the app, technical and data capa- 
bilities of the app and reuse. In addition, we asked respondents 
to self-report financial and enterprise performance information. 

For companies who identified themselves on the survey, we 
added in financial data and industry averages from Onesource. 
com. Self-reported net margin correlated significantly with 
actual net margin so we used self-reported net margin, adjust- 
ed for industry, as our financial performance variable. Results re- 
ported are significant in regression analysis. 
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There is a critical 
business process missing 
in your organization 



The Strategy-to-Execution Process™ (S2E). This 
process enables the alignment of innovative 
strategies, a next generation capability-based 
business model, a cross-functionally sponsored 
heat map review of performance, a multi-year 
agenda which balances the run, improve, transform 
priorities and support for everyday management 
activities. This process can be used whether you are 
a CEO sponsoring S2E enterprise-wide, a Business 
Area Owner sponsoring S2E for your business area 
or a Project Owner trying to get a cross-functional 
project delivered. 




The S2E process is supported by WorkFit, the 
leading management collaboration tool built on 
Microsoft SharePoint.™ ^ 
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WHY THE CIRCULAR 
ECONOMY MATTERS 

BY TERENCE TSE, MARK ESPOSITO, AND KHALED SOUFANI 



A Circular Economy represents not just a para- 
digm shift that waste is reconstructed to resources 
through reuse and recreation; it is also about getting 
more economic boost by resource efficiency and 
industrial transformation. In this article, Terence 
Tse, Mark Esposito and Khaled Soufani discuss 
how a Circular Economy can bring new growth 
through efficient management of resources. 

CIRCULAR ECONOMY AT A GLANCE 

The world is experiencing mounting resources pres- 
sure with a population of nearly 9 billion expected 
by 2030. The current linear approach of growth is 
based on the assumption that resources are abundant 
and cheap to dispose. While there is nothing wrong 
with it, in principle, the access to the resources, which 
are finite, has suffered ongoing stress to the pool of 
available materials and its use and extraction have de- 
teriorated the current situation significantly leading to 
an alarming sign of massive waste. 

To this extent, in late 2015, the European 
Commission will present an ambitious circular 
economy strategy to transform Europe into a more 
competitive resource-efficient economy. While there 
is expectation of this new ambitious manoeuvre, a 
question looms: what is Circular Economy aU about? 

WHAT CIRCULAR ECONOMY IS ABOUT? 

Circular Economy, as it suggests, is a redesign of 
the future through the restoration and regeneration 
of new business models and consumption approach 
of ‘‘cradle to cradle”. Through reusing and recy- 
cling, “waste” is turned to resource. AU resources are 
handled efficiently as their Ufe cycle. In the broadest 



sense. Circular Economy can be divided into 3 main 
areas. First, tremendous waste wiU be reduced in both 
production and consumption processes. Second, in- 
creasing effectiveness and efficiency of resources by 
a way caUed “Servitisation”, which displays a strat- 
egy of generating value by adding services on top 
of products or even replacing just seUing products. 
Lastly, the concept of consumption wiU be changed 
from trendy premature update to broadening and 
lengthening the consumption and use, which leads to 
longer and wider use of products. 

Waste Reduction 

Europe is particularly wasteful with the use of re- 
sources. The current "take-make-dispose” Unear 
economy approach results in massive waste. Companies 
exploit materials, use them to make products, seU prod- 
ucts to consumers who wiU abandon them when they 
do not serve their own original purposes any longer. It 
is estimated that 90% of the raw materials used in man- 
ufacturing becomes waste before the product leaves the 
factory whUe 80% of products made get thrown away 
within the first six months of their Ufe.^ This is way too 
short compared with the average Ufespan of about 9 
years for European manufactured goods from furniture 
to electronic equipment.^ 

Among aU types of waste, Europe creates the 
highest amount of e-waste in the world on the per 
capita basis.^ In Germany, almost one-third of the re- 
placed household appUances in 2012 were stiU function- 
ing, with the increase in the share of replaced appUanc- 
es after less than 5 years of usage. Take flat screen TVs 
for instance. Over 60% of the replaced flat screen TVs 
in 2012 were stiU functioning, even though the rate of 
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though the rate of defect 
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defect has come down. The real reason for replacement 
is not the failure of performance, but consumers’ desire 
for TVs with larger screens and better picture quality."^ 
If e-waste can be explained by a consumer’s mind- 
set of trying to catch the trend, then food waste is 
a bit harder to neglect, though it accounts for 30% 
along the value chain. 46% of fruits and vegetables 
were lost from the edible mass, mostly thrown away 
by consumers.^ Since agricultural production uses 
water and fertilisers, the actual waste of these 30% 
is more than it appears as it impacts several dimen- 
sions at the same time. 

Actually, food waste problem has already 
aroused experts’ attention. Many participants at the 
Stakeholder Conference on Circular Economy on 
25^^^ June 2015 covered this issue and proposed new 
solutions. One additional example that can be added 
is the following: 5 to 10% of fruits and vegetables 
worldwide are cast off due to their unattractive ap- 
pearance. In France, a campaign called ‘‘Inglorious 
Fruits and Vegetables” took place in 2014 to re-edu- 
cate consumers’ perspectives on food waste. Instead 
of wasting the otherwise perfectly edible food, they 
are sold for 30% cheaper or repackaged and trans- 
formed into soups, juices and shakes. 2000+ stores 
adopted the concept with more than 2,150 tonnes 
sold in 2014. The initiative was well received and con- 
sidered a clear success. 

Active reduction of waste also involves recy- 
cling. However, recycling is only a part of circular 
economy and has certain loopholes. Recycling can 
create rebound effects. It has long been said that '‘re- 
cy cling is an environmental excuse for instant obsolescence” — 
it can encourage companies to practise more flanned 
obsolescence” consumers to replace goods. Second, 
there is a difference between closed and open loop 
recycling. Closed loop is about using waste to make 
new products without changing the inherent prop- 
erties of the material being recycled. Open loop re- 
cycling, on the other hand, refers to the use of re- 
covered materials to create products that have lower 
value compared to those produced in closed loop re- 
cycling. In other words, not all recycling are equal. 
Their loss rates are different as well. 

Servitisation 

As the name shows, servitisation originates 
from the word service. It is a change of 
concept from selling products to delivering service 
properties, and is called the ‘‘performance model”. 



Rolls Royce has played a leading role in servitisa- 
tion, switching from a solely producer to a combina- 
tion of an engine producer and a data and mainte- 
nance service provider. 80% of Rolls Royce engines 
are not sold, but rented out on hourly basis of the 
thrust. After accumulating a treasure of engine op- 
eration data through surveillance. Rolls Royce has 
the capability to offer better maintenance service to 
airlines, which enables primary revenue stream from 
payments for performance delivered. Another case 
is Mudjeans who leases the cotton to its customers, 
so the company retains the ownership of the mate- 
rial. When the customers no longer want a pair of 
jeans, they would return them to the company for 
reuse or turning into vintage. 

These two cases proves switching roles to ser- 
vitisation as instrumental not only to cut down 
waste but also to experience economic growth in 
revenue for many of the companies that have ven- 
tured this cycle. What’s important is that this is 
more than a performance model — it is also creat- 
ing a more effective loop recycling instead of the 
inferior type of recycling of open loop. 

Broadening/Lengthening the Consumption 
Since we’ve already known that the model of 
“take-make-dispose” does not lead to any- 
where, a new model of “share-reuse-prolong” has 
been promoted to change the consumption funda- 
mental concept from “consumables” to “durables”. 
Resources can maximise their life cycle; therefore 
there is less waste to be dealt with. 

Recycling has been talked about for quite some 
time, and it sounds positive and environmental. 
However, the problem stays, as only part of the 
value is recovered. For instance, a reused iPhone 
retains around 48% of its original value, whereas 
the value of material that can be recycled and used 
is just 0.24% of its original value,*^ which is stun- 
ningly nothing. In short, it makes a lot more sense 
if the phone can be sold in the second hand market 
instead of taken apart for reusing components. 

Sharing refers to sharing of physical resourc- 
es, including the shared creation, production, distri- 
bution, trade and consumption of goods and ser- 
vices by different people and organisations. The 
most typical examples are Uber, Airbnb, and Task 
Rabbit. These companies connect recourses around 
the world with the owners and consumers, reorgan- 
ise and optimise the utilisation of cars, apartments 
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and labours, without necessarily owning the assets. 
Sharing and the Sharing Economy are becoming 
common uses among the Millennial . 

Remanufacturing is the industrial process, which 
restores worn-out or end-of-life products to like-new 
condition. In most cases remanufacturing business- 
es have grown in response to a business opportuni- 
ty, instead of mission to reduce waste. As a matter of 
fact, this process saves tens of millions of tonnes of 
materials worldwide and helps companies make more 
profit than selling new equipment. Then again it is 
more affordable to the end user. Remanufacturing is 
most common where units have very high value or 
technological content. Compared with recycling, re- 
manufacturing demands a higher skilled workforce; 
therefore the relative benefit to the UK economy is 
significantly larger. Currently remanufacturing is es- 
timated to reduce CO^ emission by 800,000 tonnes 
and contribute £5 billion to the UK economy. The 
centre for remanufacturing has been established to 
promote the activity of remanufacturing and other 
reuse options. Hence, Rolls Royce and Renault have 
started practising remanufacturing. 

CIRCULAR ECONOMY AND 
ECONOMIC GROWTH POLICY 

Circular Economy can bring new growth through 
efficient management of resources. It’s estimated 
that disposable income of European households 
by 2030 could be as much as 11% higher in circu- 
lar economy relative to the current development 
path. It is equal to about some 7% more in GDP 
terms. ^ In spite of all benefits presented by Circular 
Economy, it’s another story how to design certain 
system to bring out these benefits. There are some 
key points worth attention. 

The pursuit of ever more waste-reduction is im- 
portant. However, resource productivity could lead 
to the so-called rebound effect: when the relative 
prices decrease due to increase of resource produc- 
tivity, consumers tend to use more, which in turn 
could negate benefits achieved. Studies in Europe, 
North America and Japan found that in a long run, 
a rise of 10% in net income actually increases the 
demand for vehicles and fuel more than 10% and 
traffic 5%.® Therefore, how to limit the rebound 
effect while maximising waste reduction is worth 
thorough consideration of policy-makers. 

Given the issue that consumers have the tenden- 
cy to replace products prematurely, which has been 



greatly promoted by various marketing practice, 
therefore there is a need to influence businesses to 
prevent, or at least postpone perceived product obso- 
lescence.^ It is also important to alter consumers’ per- 
ceptions of obsolescence, so the average longevity of 
products can be prolonged. 
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CIRCULAR ECONOMY AND 
COMPETITIVENESS 

Traditional reliance on technological disruption 
would only bring limited growth to the economy. 
More important, it leads to continuous dependence 
on the resource-based "tiake-make-dispose” model, 
which greatly impedes waste-reduction purpose in 
the long term. On the contrary. Circular Economy 
represents not just a paradigm shift that waste is 
reconstructed to resources through reuse and rec- 
reation; it is also about getting more economic 
boost by resource efficiency and industrial trans- 
formation. European regional economic competi- 
tiveness will be greatly strengthened as well. 

The circular economy can be also understood 
by the following hard facts, that are shaping the 
landscape for this new paradigm shift, to emerge 
and integrate the current productive model, with a 
circular one. More in detail: 

• Circular economy is expected to achieve overall 
benefits of €1.8 trillion by 2030, which doubles the 
benefits seen on the current ‘‘Hnear” development 
path (€0.9 trillion). 

• By adopting circular economy principles, Europe 
can take advantage of the technology revolution 
including transformation of production and con- 
sumption process and increase average dispos- 
able income for EU households by €3,000, or 11% 
higher than the current development path. 

• This economic uplift would further translate into an 
11% GDP increase by 2030 versus today, compared 



Circular Economy can bring new growth 
through efficient management of resources. 
It's estimated that disposable income of 
European households by 2030 could be as 
much as 1 1 % higher in circular economy 
relative to the current development path. 
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Potential skill needs by circular economy activity 
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CLOSED LOOP RECYCLING: This refers to using waste to 
make new products without changing the inherent prop- 
erties of the material being recycled. 

OPEN LOOP RECYCLING: Also known as downcycling, 
this uses recovered materials to create products that 
have lower value compared to those produced in closed 
loop recycling. 

SERVITISATION: This involves any system that increases 
the effective use of assets. 

REMANUFACTURING: Where a product needs repair or 
reconditioning before it can be used again, remanufactur- 
ing preserves the most value. 

REUSE: Finished products are worth much more than the 
raw materials they are composed of and direct use pre- 
serves the most value and embodied in products. 
BIOREFINING: For industries creating biowaste, biore- 
fining extracts small quantities of valuable materials or 
converts waste into energy. 

Source: WRAP (2015) Employment and the Circular Economy: 
Job Creation in a more Resource Efficient Britain 
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with 4% in the current development path. 

• Besides financial advantages, the circular model 
would also benefit households in other ways. One 
typical example is time cost. Compared with the 
current development path, the cost of time lost to 
congestion would decrease by 16% by 2030, and 
close to 60% by 2050. 

• From environmental protection point of view, 
carbon dioxide emissions would halve by 2030, 
relative to today's levels (48% reduction of carbon 
dioxide emissions by 2030 across the three basic 
needs studied, or 84% by 2050) 

• Primary material consumption measured by car and 
construction materials, real estate land, synthetic fer- 
tiliser, pesticides, agricultural water use, fuels, and 
non-renewable electricity could drop 32% by 2030 
and 53% by 2050, compared with today.^° 

CIRCULAR ECONOMY AND JOBS 

While rebooting economic growth on one hand, cir- 
cular economy has shown strong support in the in- 
teraction of natural resource efficiency and employ- 
ment. Improving resources efficiency significantly 
ameliorates the labour market. Unlike less labour re- 
sulted from traditional industrial developments, cir- 
cular economy requires more labour, which should be 
possible with the cut in resources. 

A study in Sweden finds that circular economy 
can increase employment situation by creating an ad- 
ditional 5,000 to 100,000 positions, depending on 
whether the country could make more use of renew- 
able energy, more efficiency use of energy and better 



material efficiency (However, it must be noted that it 
is unclear whether additional jobs would be new ones 
or replacing existing ones). While circular economy 
extends better result in UK, as a study reveals that 
adapting a circular economy could be beneficial for 
job creation. It will bring gross job growth of 30,000 
to 500,000, 10,000 to 102,000 net jobs, offsetting 1% 
to 18% of predicted skill decline in skilled employ- 
ment over the next decade. 

One thing we need to bear in mind is that re- 
cycling, as we practise, is only the start of cre- 
ating the circular economy. As for types of jobs, 
generally speaking, recycling creates mostly low- 
skilled jobs. However, as a circular economy re- 
quires more sophisticated methods and processes, 
more high skilled jobs will be generated along the 
way. Servitisation, ^emanufacturing and Bio-refining are 
the major 3 circular economy activities that would 
change the structure of the labour market (See 
Graph). Since currently unemployment happens 
mostly in the low skilled labour segment, a circular 
economy can adapt to the current situation, solve 
contemporary structural mismatch issues and path 
a great foundation for skilled labourers. 

Facing the impending structural change, some 
companies, sectors and employment segment are 
likely not to act quickly enough. The result would be a 
cruelly straight, flat lose-out. Therefore, it’s extremely 
important to manage the transition, if possible, set up 
a strategic plan as a top priority for this critical transi- 
tion and make, of our current decade, the decade of 
the circular economy. E3^ 
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Alphabet International 

How today's companies can achieve 
sustainable Business Mobility 



Sustainability is the modern day buzzword. Sounds 
great in theory, but what about the practice? 
Sustainability relating to fleet management goes 
beyond merely decreasing a company’s carbon 
footprint. In business mobility, partnering with 
the right organisation with the right expertise can 
yield long-term benefits for many organisations. 

T his day and age, most companies are quick 
to agree that sustainability is a key influencer 
in how they run their business. Ask them for 
concrete examples, however, and many companies 
are hard pressed to respond. The fact is: sustainabil- 
ity, arguably the modern day buzzword par excel- 
lence, always sounds great in theory. But to translate 
it into tangible business practices, companies need 
the right partner with the right expertise to guide 
them through the complex and rapidly changing 
landscape. For all sustainability issues pertaining to 
fleet management, companies benefit from partner- 
ing with Alphabet, leading provider of outstanding 
Business Mobility. 

The challenge: Leave a smaller carbon footprint 

Especially in the realm of Business Mobility, it is sim- 
plistic to assume that sustainability merely equals de- 
creasing a company’s carbon footprint. Achieving 
genuine, long-term sustainability requires looking at 
the bigger picture by examining a company’s fleet 
and mobility consumption in detail, and questioning 
the status quo. Is it cost efficient? Are resources used 
optimally? Is fleet administration streamlined and at- 
omised when possible? The good news is that small 
changes can add up to make a big difference. 

The solution: Tailor-made mobility 

Through its holistic consulting approach and flexible 



products and services portfolio. Alphabet is able to 
identify what changes are most suitable and realis- 
tic for each client. By doing so, the Business Mobility 
provider allows fleet managers to simultaneously reach 
sustainability targets and to serve employees’ mobili- 
ty needs. For instance, if a company desires an envi- 
ronmentally friendly fleet. Alphabet proposes mobility 
options that generate lower carbon emissions — with or 
without electric vehicles (EVs). Of course, for clients 
who are interested to learn about EVs’ potential. 
Alphabet creates a realistic and detailed plan of action 
based on each company’s individual requirements. 

Do or don't: EVs in fleets 

Alphabet developed a unique tool, the Electrification 
Potential Analysis (EPA), to determine if and to 
what extent a company could boost sustainability by 
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Alphabet developed 
a unique tool, the 
Electrification Potential 
Analysis (EPA), to determine 
if and to what extent a 
company could boost 
sustainability by including 
electric vehicles. 



including electric vehicles. First, the EPA gathers real 
data about a company’s current fleet. This informa- 
tion is evaluated to create a fleet profile including, for 
example, an overview of frequently travelled roads, 
and where and when vehicles are parked. Then, based 
on this data. Alphabet’s team of experts proposes a 
unique eMobility solution, including everything from 
the number of EVs to required charging infrastruc- 
ture and additional services. 

Following the EPA’s proposal. Alphabet’s innova- 
tive eMobility solution, AlphaElectric, allows com- 
panies to seamlessly integrate EVs into their fleet, 
thereby increasing their sustainability. One Alphabet 
client, Deloitte Italy, learned from the EPA that it 
could reduce its CO^ emissions by 9.1% by swapping 
30% of its combustion engine vehicles for EVs. 

Greener without EVs? YES! 

Through consulting and targeted analyses. Alphabet 
also helps clients identify ways to enhance sustain- 
ability without alternatively fuelled vehicles. This 
may include a detailed examination of a company’s 
car policy to determine if it actually suits a com- 
pany’s transportation needs. Additionally, Alphabet 
can evaluate how efficient employees drive, and 
offers eco-friendly driver training and workshops 
when required. 



Alphabet also helps companies optimise their fleet 
utilisation through carsharing. On average, only 4% 
of a company fleet is optimally utilised and carsharing 
taps into this unused potential. After all, most vehicles 
are parked for the majority of each day. Alphabet even 
offers clients the best of both worlds: corporate car- 
sharing that includes electric vehicles. Finally, because 
Alphabet always uses the newest vehicle models in aU 
its solutions, clients automatically benefit from the 
latest technologies that enhance sustainability through, 
for instance, greater fuel economy. Because a one-size- 
fits all solution never comes into play at Alphabet, each 
client gets precisely what it truly needs. 

No matter a company’s sustainability targets 
and Business Mobility demands. Alphabet is the 
right partner for more eco-friendly and cost-effi- 
cient driving. Its unique consulting approach, along 
with its innovative portfolio of future-orientated 
fleet management solutions, enables companies to 
achieve greater sustainability through tangible busi- 
ness practices. 

'‘Business Mobility and sustainability is multifacet- 
ed. At Alphabet, we apply our Business Mobility ex- 
pertise to help each client achieve its individual sus- 
tainability target,” said Uwe Hildinger, Alphabet’s 
Chief Commercial Officer. 

Learn more at www.alphabet.com 
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Chief Commercial Officer. 
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Sharing Business Ownership 
to Execute Your Strategy 

BY FELIX BARBER AND MICHAEL GOOLD 



Co-owners sharing business rewards do not 
need to take on the same mix of responsibilities; 
instead, to create more value, all can focus just 
on those responsibilities they are best able to dis- 
charge. In this article, Felix Barber and Michael 
Goold discuss that by sharing business owner- 
ship, executives can expand the pie so much that 
everyone does well - and the company is poised 
for future success. 

I n 2000, Cisco Systems did something very strange. 
One of its leading engineers, Mario Mazzola, was 
tired of working for the networking giant and 
had decided to retire. So Cisco gave him an offer he 
couldn’t refuse: his own company to work on new 
networking technologies. Cisco put up nearly all of 
the funding, $184 million, but accepted only a minor- 
ity share of the equity. All it asked for was the right 
to buy back the company when Mazzola was ready 
to sell, at a price to be determined. Mazzola would 
have autonomy and independence from Cisco, and 
the company didn’t even mind when Mazzola took 
many of his favourite engineers from Cisco with him. 

Four years later, when the startup developed a 
practical product but before its commercialisation, 
Cisco paid an additional $750 million to acquire the 
” spin-in". Mazzola and his colleagues made hun- 
dreds of millions that, in a normal company, would 
have stayed in the treasury. But Cisco was so pleased 
with the arrangement that two years later, in 2006, 
it encouraged Mazzola to try again. This time the 
company put up $70 million, and bought the startup 
for $678 million more only two years later. 

These first two ventures focused on storage and 
server technologies, which were complementary to 
Cisco’s main product. The third spin-in, launched 




in 2010, focused on developments in software-de- 
fined networking that threatened Cisco’s core. 
Rather than develop this technology in-house, they 
gave Mazzola $135 million to do it for them. Not 
surprisingly, morale at Cisco R&D took a hit. But 
two years later, almost by clockwork, the company 
happily paid $863 million to Mazzola & Co. Rather 
than being embarrassed at the failure of its internal 
R&D, Cisco has publicised the approach and attrib- 
uted billions in sales to it. 

Cisco’s decisions make sense only if you consid- 
er the difficulties that companies are having nowa- 
days in getting their strategy executed. If your strat- 
egy involves fairly routine, predictable tasks that can 
be specified in advance, it’s easy enough to direct and 
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control your employees to produce the results you 
want. For areas where you lack competitive advan- 
tage, you’ll want to rely on outside suppliers, but here 
as well, you can detail your needs upfront and be con- 
fident of having them met. 

Directing and controlling the work is getting 
harder nowadays, as strategies depend more on in- 
novation, sales growth, and large transformational 
projects — challenges with little routine. If you can’t 
specify what you want in advance, and your employ- 
ees are in a better position to understand the market- 
place and technology than you are, then you can’t rely 
on directing and controlling them to get results. You 
have to give them autonomy to figure out what to do 
— and then you have to motivate them to produce the 
results that most benefit you. 

This is not a new problem, but the main solu- 
tions advanced so far have aU proved unsatisfactory. 
Performance-management systems, which connect 
strategies to individual jobs and incentives, are too 
easy to game or too complex to administer, especially 
as strategies become ever broader and more complex. 
Another tack is to rely on charismatic, visionary lead- 
ership, but this is difficult for most executives to pull 
off Many executives have thrown up their hands in 
frustration and relied more on outsourcing as the 
route to success — let someone else deal with the 
problem. But if you’re having difficulty defining what 
you want done, you’ll struggle to set up a robust con- 
tract with an outside supplier. You can’t outsource 
the risk when you outsource the work. 

In recent years a number of companies, like Cisco, 
have tried new solutions. They have chosen a third 
path, between managing the work with employ- 
ees and simply outsourcing the work to suppliers. 
They’ve formed relationships with "business part- 
ners" to whom they transfer quite substantial deci- 
sion-making rights. By also granting these partners a 
good share of the income, they align their interests 
tightly with the company’s strategy. In short, these 
companies have been sharing ownership of their 
business. (See the sidebar Business Ownership and 
Ways to Share It.) Like Cisco, they’ve found this ap- 
proach quite successful for implementing strategy 
where conventional approaches are failing. 

Jump-Starting Revenue 

For simplicity we can divide ownership- sharing ap- 
proaches into two types. One focuses on boosting 
revenues, often through more innovation or faster 



Business Ownership and Ways to Share It 



Business ownership may seem a simple concept, but it isn't. A business is not an asset with a fixed 
value; it's an activity that generates value only as you work at it. If you want your car to keep its 
value, the best thing you can do is leave it in the garage. But the only way to generate value from 
a business is to run it. So business owners have to earn their rights to business rewards by taking 
on responsibilities for business operations. 

There are three different types of responsibilities theses owners must assume: making and 
implementing decisions, accessing resources needed in the business, and carrying the risks from 
these actions. In the simplest small business there is a single person who assumes all these 
responsibilities: decides what to do, draws on assets and people to get it done, and suffers the 
consequences if things don't go well. This person takes full ownership and is entitled to all the 
revenue of the business left over after paying the cost of resources. 
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The larger or more complex the business, the more difficult it is for any one person, or even any 
company, to effectively discharge all the owner's responsibilities. So they share ownership. Owners 
give up their rights to some of the business rewards to persuade others to take on certain 
responsibilities and motivate them to do what they want. 

Co-owners sharing business rewards do not need to take on the same mix of responsibilities; 
instead, to create more value, all can focus just on those responsibilities they are best able to 
discharge. For example, a private equity firm acts as the general partner in each fund that it 
assembles and is legally responsible for making and implementing decisions about how to manage 
the fund. Financial investors, acting as limited partners in the fund, do not get involved in those 
decisions; instead they focus on providing the risk capital needed. To motivate the private equity 
firm to do what they want without control, investors share some of the rights to the profits from 
the fund. Likewise, in an oil-production sharing contract, an oil field owner, typically a national oil 
company in an emerging market, owns and provides access to the critical resource for the business: 
the rights to explore and develop that field. The contractor, typically a multinational oil company, 
invests risk capital, provides all the other resources needed, and handles the decisions. Both parties 
then share the income from extracting the oil. 

To capture more value over time, you may prefer to transfer some responsibilities that you would 
be perfectly able to take on. Doctors Associates, the company that owns the Subway franchise, 
once ran a number of its sandwich restaurants. But they saw more potential for competitive 
advantage in developing and owning the restaurant brand and concept than in running any of the 
outlets. So the company now franchises all the Subway outlets and, in return for the providing the 
brand and concept, shares the rights to the business revenues with franchisees who take over the 
responsibilities for running the restaurants. 

These are now well-established ways of sharing ownership. Other sophisticated new ways of 
dividing responsibilities and rewards between co-owners provide ever more attractive opportunities 
to recruit able business partners and motivate them to implement your strategy. Entrepreneurs and 
companies are increasingly making use of the chances. 



expansion to new markets or categories. The other 
focuses on controlling costs, particularly of large 
transformational projects such as an IT system. 

Let’s start with boosting revenues. The goal here 
is to surrender enough control and ownership to mo- 
tivate the key people, but not so much that they stray 
from your intent or they capture most of the value. 
The basic approach is nothing new — just look at how 
book publishing has traditionally worked. Rather than 
hire employees to write books, or buy manuscripts 
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Spin-ins were a way to motivate 
talented people to discover something 
new, while aligning them to Cisco's 
strategy and ensuring the company 
had an option to acquire the results. 



from suppliers, publishers prefer to collaborate with 
independent authors. By sharing ownership with the 
authors — offering them royalties on their books — 
the publisher motivates an author to write books that 
will sell well. Because authors and publishers take on 
quite different responsibilities, sharing revenues may 
not sufficiently align interests. But simple contract 
provisions can close the gap. Publishers typically put 
some constraints on a book’s content, length and il- 
lustrations to ensure it fits the publisher’s brand and 
is not costly to layout and print. A similar dynamic 
takes place for Apple with its App developers. 

Cisco's spin-ins follow the same logic. If Cisco 
had relied on internal R&D to boost its revenue, it 
was going to have trouble generating products that 
would make it stand out in the marketplace. Many of 
its most talented engineers were already leaving to 
join networking startups that promised them greater 
ownership rewards. 

Cisco could have simply waited to see what 
emerged on the outside and bought the most suit- 
able technologies on the open market. It’s well known 
for doing that — since 1993 they’ve acquired more 
than 170 companies. But besides the premium neces- 
sary to buy a company in an arms-length transaction, 
there’s always the risk of the technology going to a 
major rival. Spin-ins were a way to motivate talent- 
ed people to discover something new, while aligning 
them to Cisco’s strategy and ensuring the company 
had an option to acquire the results. 

Similar experiments have been highly successful 
in other industries. In 1990, the UK hypermarket 
chain Asda was looking to boost its small clothing 
department. Rather than hiring internally to meet 
the challenge, they invited fashion designer George 
Davies' firm to simply take over the department. 
For designing and buying the clothes, and laying 
out the department, ASDA gave Davies’ firm 25% 
of any increase in clothing profits. Asda also took a 



minority equity stake in Davies firm, because they 
knew the firm would use the contract to develop 
valuable capabilities in this area. 

By 2000, the new ‘‘George at Asda” line was gen- 
erating £600 million in annual sales. Walmart acquired 
Asda that year, and hked the George line so much it 
has rolled it out in the United States. As for George 
Davies himself, he decided to sell the line outright to 
Walmart. Within a year he was lured over Marks & 
Spencer. The big department store had been a long- 
time leader in the UK clothing market, but after years 
of decline it was barely breaking even. Womenswear 
was the heart of the problem. Younger buyers, key 
to the company’s new strategy, were going elsewhere. 
The company had plenty of in-house expertise on 
fashion, but instead the executives gave Davies’ firm 
control over a large section of the women’s depart- 
ment. Four years later, Davies’ Per Una line was gen- 
erating £300 million in sales, to a decidedly younger 
demographic. Davies then sold it to Marks & Spencer 
for £125 million. Though Per Una was only 20% of 
Marks and Spencer womenswear revenues, its boost 
to the company's fashion image was seen as a key 
factor in the company's overall turnaround. 

While such ownership- sharing experiments are 
stiU rare in big high-tech or chain store retailers, they 
are becoming mainstream in pharmaceuticals. Until 
recently. Big Pharma companies maintained enor- 
mous R&D staffs exploring all sorts of promising 
drug compounds. But as all the most appealing com- 
pounds came to market, drug pipelines started drying 
up in the 1980s. With the odds of discovery falling 
sharply, an R&D team might go through an entire 
career and never work on an actual marketed drug. 
Top executives couldn't find a way to increase their 
productivity. If the likelihood of success is low, and 
the personal reward from any discovery not so high 
in any case, it’s not surprising that many researchers 
were focusing instead on work that might win them 
attention in the scientific community. 

With poor results coming from theit own in-house 
R&D, big pharma companies have looked to an owner- 
ship-sharing model to fill their pipelines. They’ve been 
entering into strategic parmerships with small R&D 
companies. At most of these firms, managers and re- 
searchers hold much of the equity, so they’re highly mo- 
tivated to develop commercially attractive compounds. 

The usual model is for the big company to provide 
funding for specific R&D projects. If the funded 
compound merits commercialisation, then the 
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company gains the marketing rights in exchange for a 
percentage of revenues; it often also takes a minority 
stake in the R&D firm. GlaxoSmithKline’s collabora- 
tion with Theravance from 2002, for example, gener- 
ated a number of key products, such as Relvar EUipta 
for asthma and Anoro EUipta for chronic obstructive 
respiratory disease. Buoyed by these and other suc- 
cesses, Big Pharma now relies on strategic partner- 
ships for a third or more of their overaU pipeUnes. 



Managing Some Difficult Trade-offs 



Naturally, big pharma companies would like to capture even more of the value they create. Roche 
found a way to do that for a while. In 1 990 it went beyond the partnership model and simply acquired 
Genentech, one of the more established biotech startups. But instead of folding it within its R&D 
division, it kept the company legally and functionally separate and soon sold a minority share of the 
stock back onto the market. Because Genentech had an independent stock quotation as well as 
operational autonomy, it could preserve the motivations of a startup, especially the ability to offer 
substantial stock option grants to researchers. Roche benefitted by setting up, before the refloat, a 
special licensing arrangement. Under the terms, Roche had the right to see Genentech's research 
agenda and choose projects to fund. In return for the outside funding, Genentech would license Roche 
to market new drugs from those projects outside the US. 

The arrangement was a great success. Genentech's researchers delivered the blockbuster drugs - 
Mabthera, Avastin, Herceptin - that Roche needed and that its in-house researchers were failing to 
deliver. Roche's large equity stake allowed it to capture most of the gains accruing to the firm after 
rewarding its people. Still, even these clever contractual agreements rarely last for long. Because 
Genentech was legally separate with minority stockholders, Roche still needed an agreement to 
market the drugs that resulted from their ties, and this agreement couldn't be open-ended. Rather 
than go through difficult negotiations as to how to value these marketing rights after so much success 
- or allow the agreement to expire - Roche went ahead and simply bought the outside shares of 
Genentech in 2002. With the biotech researchers now fully ensconced in the giant company, they have 
lost both their autonomy and the prospect of big stock gains. Roche has gained full control, but lost 
the motivation provided by shared ownership. 



All of these ownership- sharing arrangements 
discussed so far aim at jump-starting revenue by 
innovating in products or services. Another path 
is through rapid expansion into new markets, by 
relying on partners who are closer to those markets 
than you are. Shared ownership in this case — better 
known as agency, licensing or franchising — has been 
around since the 19^*^ century. These businesses tend 
to attract little media attention because most fran- 
chisors stay private — after all, they rely on franchi- 
sees to invest the capital for expansion. Yet franchi- 
sors are coming up with increasingly sophisticated 
contractual agreements to motivate partners to max- 
imise value for both parties, ensuring better align- 
ment of interests. That is making them increasingly 
powerful competitors. 

With over 100,000 agents, Keller Williams recently 
became the largest US residential real estate broker- 
age. An innovative ownership- sharing arrangement 
with agents, not just the franchisee, was an essential 
part of its growth. The typical real estate franchisee 



Agents at Keller 
Williams have 
an incentive to 
build up the local 
franchise office and 
to help colleagues 
with their sales - 
both of which do a 
lot to boost long- 
term profitability as 
well as growth. 



rewards a local agent only with a percentage of the 
commission on the sales made by that agent. But 
Keller Williams’ agents can also receive a share of the 
profits of the franchise they work with. Let’s say Sally 
recruits Bob to join their Keller Williams franchise. 
Sally gets a credit for all the sales that Bob brings in 
— and also for any sales brought in by people that 
Bob recruits as well. The more sales made by Sally’s 
recruits — all the way to seven links in a chain — the 
greater Sally’s share of the local franchise’s profits. 

These profit shares can be quite substantial. Some 
agents use it to finance their kids through college. 
Agents who effectively recruit and mentor new 
agents can often retire with a steady passive income 
from the franchise. It even extends to agents recruit- 
ed to join other franchises elsewhere. 

Over time, this arrangement has given Keller 
Williams a strong culture of collaboration. Agents 
have an incentive to build up the local franchise 
office and to help colleagues with their sales — both 
of which do a lot to boost long-term profitability as 
well as growth. A ‘lone wolf” realtor looking to max- 
imise income from his or her own sales is likely to do 
better at another realty, so the agents self-select to 
support each other. 

This approach has even helped Keller Williams 
expand internationally. An agent from Texas was 
sightseeing in South Africa and decided to strike up a 
conversation with a top local realtor. After much en- 
couragement, the latter went on to found the South 
African office of Keller Williams — and his mentor is 
now reaping the rewards. 

The exhibit summarises the basic contract design 
to jump start revenue by sharing ownership as well as 
important requirements for aligning interests to make 
the partnership work, (see Exhibit 1 on the next page, 
’’Jump-starting Revenue by Sharing Ownership”) 

Cutting Project Time and Cost 

Executing a new strategy isn’t just about new prod- 
ucts or markets. It often requires putting in place a 
complex production or information platform. If 
you are in a capital-intensive business, such as an oil 
company building an offshore rig, an electric utility 
with a distribution network to upgrade, or a bank 
with processing systems to consolidate, then the 
speed and cost of setting up the new platforms can 
be crucial to your success. Unfortunately, large con- 
struction and IT projects are renowned for overruns 
on time and budget. 
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Exhibit 1 - Jump-starting Revenue by Sharing Ownership 



CONTRACT DESIGN MAKING IT WORK 



Transfer responsibility for taking and implementing 
decisions for selected business activities 

Share the business income dependent on 
partners' work 

If providing critical start-up support for partner, 
take stake in partner's company and agree terms 
to acquire partner outright if needed. 



Reward all behaviors your want, not just those 
with easily measureable revenues 

Add contractual constraints to prevent partners 
generating revenue in ways which destroy value or 
you elsewhere 

If sharing revenue and not profit, add contractual 
constraints which prevents partners increasing 
your costs 

Fun partner's access to resources if neccesary to 
ensure proper resourcing 



Companies typically outsource much of the work 
on these projects to external suppliers. But they strug- 
gle to clearly specify what they want done. For con- 
struction projects, the traditional approach has been 
to develop a proposal, put it out to vendors, and use 
market competition to get a reasonably priced bid at 
a fixed price. But the low price is often an illusion. 
When you can’t clearly define in advance what you 
want, the vendor gains leverage. He can bid low to 
win the contract, and then, once work is underway 
and it’s hard to switch, negotiate high margins on the 
inevitable additions and changes. A confrontation- 
al relationship develops between the client, trying to 
keep costs under control, and the contractor trying to 
restore his margins. A great deal of effort goes into 
negotiating, and the delays add up. 

As for the usual alternative approach, simply 
paying the contractor for time and materials, that’s 
even worse. Those contractors have little pressure to 
work efficiently or quickly. 

To control costs and prevent delays, it’s often 
better to rely on shared ownership. A growing number 
of construction projects, especially in the UK and 
Australia, are moving in this direction. Rather than se- 
lecting the best bid on price, the client chooses a con- 
tractor in advance before finalising specifications. The 
two parties work together to establish performance 
goals on price and tirning. There’s still a baseline plan 
with numerous specifications. But the target costs and 

To control costs and prevent delays, it's often 
better to rely on shared ownership. A growing 
number of construction projects, especially in the 
UK and Australia, are moving in this direction. 



scheduling allow for some additions and changes. 

Most important, before the work starts, each side 
signs a ‘‘pain-and-gain sharing” agreement. If the 
project runs over budget or late, both sides take a fi- 
nancial hit. If it outperforms, both sides benefit, aU ac- 
cording to specified percentages. Client and contractor 
therefore share ownership of the business outcome. 

In practice, target costs may turn out a good deal 
higher than in competitive bidding, but that’s largely 
because both sides have an incentive to be as realis- 
tic as possible. The final costs are usually lower, as 
both sides are aligned in seeking efficiency and lim- 
iting additions and changes. Clients concerned that 
the contractor may be sandbagging the budget can 
choose to employ a third party cost estimator to give 
them better information. 

The trend to pain and gain sharing started in the 
early 1990s with offshore oil exploration. BP was eager 
to launch a strategically important expansion into the 
North Sea, but the harsh environment there, com- 
bined with low world oil prices, presented a hurdle. 
BP’s initial estimates for the project fell short of an ac- 
ceptable return on investment, especially given the ten- 
dency for difficult projects to overrun on costs. 

BP invited contractors to assess the project and offer 
bids, in case these companies had expertise that could 
lower costs substantially. Brown & Root led a group 
that improved on BP’s estimates, but then also allayed 
the fears of overruns by offering to share the pain and 
gain of the project’s results. This ownership sharing 
worked well, as the new rig came on line at a cost 35% 
below BPs original estimate and 22% below what the 
contractors had put forth. Other oil companies in the 
North Sea quickly followed suit, and ’’Alkancing" has 
since spread to construction projects on terra firma. 

Utilities are embracing it as well, especially in 
the UK. Anglian Water, for example, is a privately 
owned utility supplying 5 miOion residents in south- 
east England. Theit main construction partner for the 
last ten years has been the @oneAlliance, a collabo- 
ration of seven construction and engineering compa- 
nies formed to work with Anglian. Not only did own- 
ership sharing reduce costs substantially — by 20-30% 
over the past five years on projects value at well over £1 
biOion — but it also met targets for fewer accidents and 
reduced carbon emissions. Pain-and-gain-sharing even 
helped smooth out Anglia’s free cash flow, a major 
concern for the highly leveraged utility. It is owned by 
a few large pension funds eager to use Anglia’s divi- 
dends to meet regular pension obligations. 
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These experiences point to a key distinction for 
ownership-sharing. When the goal is to generate new 
products or expand sales, the relationship can be fairly 
hands-off. The initiating company needs to set general 
specifications and include constraints that keep part- 
ners from destroying value. But for large contracts 
where the goal is to keep down the costs of new infra- 
structure that will provide an important performance 
platform for the company, the partners need to collab- 
orate, often on a day-to-day basis. They must decide 
jointly about additions and changes to original specifi- 
cations, or how to address unforeseen risks. 

Governance, therefore, becomes a major challenge. 
'‘No fault, no blame" clauses in the contract can help 
to limit squabbles over liability and force both sides to 
collaborate on reducing damages from mishaps. But 
preventing disputes from underrnining the work often 
requites more than contractual safeguards. 

For one global insurer, getting a new IT system 
up and running in five key country markets was criti- 
cal to its strategy. They were reorganising their com- 
mercial lines business on a global basis in order to 
better serve multinational customers. But their old IT 
systems were country-based and lacked visibility into 
customers' overall risk exposure. 

Creative governance procedures were key to getting 
the new IT system in place quickly and efficiently. The 
contract allowed the insurer two change requests per 
quarter; beyond that number, the ERP vendor could 
raise its overall fee for the project. But for the vendor 
to do that, the insurer had to agree that the requested 
change would in fact raise costs. What if the two sides 
disagreed? In that case the matter would go to a steer- 
ing committee made up of high-level executives from 
both sides, who would have to meet in person on short 
notice. Arranging such a meeting proved so painful 
for everyone that the two project leaders soon learned 
to reach agreement on theit own. They managed to 
stay within the two-change request limit, bringing the 
project in on time and budget and letting the new 
global commercial lines business get to work. 

The exhibit summarises the basic contract design 
to cut project time and cost by sharing ownership, 
as well as important requirements for making these 
partnerships work. (See Exhibit 2 below, "Cutting 
Project Time and Cost by Sharing Ownership") 

A New Paradigm for Productivity 

It’s understandable that executives focus on theit 
own organisation or potential acquisitions when they 



Exhibit 2 - Cutting Project Time and Cost by Sharing Ownership 

CONTRACT DESIGN MAKING IT WORK 



Specify a work output you want and the targest 
costs to get it, including an allowance for additions 
and changes 

Share "pain and gain" of under- or outperformance 
against target 

Include "no fault, no blame" clauses to limit disputes 

Share decisions on additions and changes to initial 
specifications 



Ensure you have sufficient information to set 
demanding target costs without competitive bids 
- consider taking 3"'' party advice 

Discuss and agree types of additions and changes 
that will be in scope and those that will not 

Set up efficient and effective process for shared 
decision-making and project management 



implement there strategy. That’s what they know, after 
all. Everything else is outside there control, an unknown 
territory that must be explored and negotiated. It’s 
also hard to allow outsiders a substantial share of the 
rewards from a successful strategy. In some cases an 
outsider could even make more money than the CEO 
that drove the strategy. But by sharing ownership, exec- 
utives can expand the pie so much that everyone does 
well — and the company is poised for future success. 

Sharing business ownership can be an excellent 
way to implement some of the most challenging com- 
ponents of your strategy, such as driving sales growth 
or completing major projects. Even when partners 
take on quite different responsibilities to earn their 
share of the business rewards, carefully designed con- 
tracts can do a good job of aligning interests. 

Modern industry was born in the division of labour 
for standard tasks. By setting up specialised roles for 
employees, companies and economies boosted pro- 
ductivity enormously. Adam Smith’s "division of 
labor in pin manufacturing" still graces the face of the 
British £20 note. But with so much economic activi- 
ty now centred on complex, unstructured tasks, future 
productivity gains depend as much on the motivation- 
al benefits of a sophisticated division of ownership as 
on gains from a division of labor. E3^ 
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What Companies Must Do Now 
That Better Is Also Cheaper 

BY PAUL F. NUNES AND LARRY DOWNES 



Industry-disrupting products used to enter the 
market as inferior but more affordable versions 
of existing offerings, giving incumbents time to 
respond. Today’s disruptors are not just cheaper 
- they’re better. And not better over time but 
right from the start. To fight back, companies 
must first understand the four economic trends 
that are making these new disruptors possible. 

N ew products and services increasingly enter 
the market from ‘‘out of nowhere,” or so 
many long-established businesses think. 
Startups now regularly blindside incumbents with of- 
ferings that are immediately successful because they 
are both better and cheaper right from the start. 

This deadly combination is the distinguishing 
feature of Big Bang Disruption, as we described 
in our book of the same name (Penguin Portfolio, 
2014). The outcome is rapid and often near- total dev- 
astation, not only for once-successful companies but 
for entire industries. Many industries long-protect- 
ed from digital disruption, including manufacturing, 
transportation, and education, are now under attack. 

Startups may seem to have a decided edge in this 
game, but established companies can play too — and 
win. To succeed, they must adopt a dramatically dif- 
ferent approach to strategy and execution, one that 
few senior executives, in our experience, are well 
prepared to embrace. 



As a first step, business leaders must understand 
the economic trends that are enabling the phenome- 
non of “better and cheaper.” Powerful as they already 
are, these trends are likely both to accelerate in pace 
and to expand in influence for at least the next decade. 

Four Economic Trends Powering 
Big Bang Disruption 

Our cross -Indus try research on this new form of dis- 
ruption reveals several technologically enabled eco- 
nomic trends that are pushing the pace of change. 
These developments are powerful on their own, but 
even more so in the way they interact. 




1 Price Deflation 

Prices have been falling for many products 
for decades. Some of the decline stems from 
broad improvements in business operations, driven 
by the improvement and declining cost of technol- 
ogy. Moore’s Law — which predicts that comput- 
ing and related costs will drop by 50% every 12 to 
18 months — is at the root of lower costs for many 
products. But something radically new is now afoot. 



To succeed, companies must adopt a dramatically different 
approach to strategy and execution, one that few senior 
executives, in our experience, are well prepared to embrace. 
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Today, the costs of production and innovation are 
falling at the same time. 

In everything from health-tracking devices to 
3D printers and drones, the impact of Moore’s Law 
has only just begun to wreak its disruptive potential. 
Sensors, gyroscopes, accelerometers, radios, mag- 
netometers, commodity processors and other mi- 
cro-electro-mechanical systems (MEMS) can now 
be sourced globally at steeply falling prices, driven 
largely by the cooling of demand for the smart- 
phones and tablets they were originally created for. 
Thanks to new levels of supply chain visibility and 
modularity, these components can be easily designed 
into new disruptors in industries that have, until now, 
been largely immune to the information revolution. 

Deflation in the price of core technology compo- 
nents goes far beyond Moore’s Law, though. Thanks 
in part to improvements in information technologies 
generally, exponential improvements in price and per- 
formance are also now being seen in other commod- 
ity technologies, including lighting, materials, energy 
storage, nanotechnology, biotechnology, imaging and 
genetic sequencing. 

Graphene, a one-atom thick sheet of carbon that 
has exhibited profound conductivity and strength, is 
now being made in quantities large enough to begin 
serious experimentation. A complete sequencing of 



Platforms allow 
businesses to 
develop, make 
and distribute 
new products 
and services 
at a fraction 
of the cost of 
traditional R&D 
and delivery. 



a person’s DNA has fallen in price from $3 billion a 
decade ago to less than $1,000 today. In displays, HD 
LED is being replaced by 4K OLED displays, which 
improve the number of pixels by another factor of 
four and makes possible curved displays. All the 
while, the price of displays predictably declines. 

What do falling production and innovation costs 
mean for industries? Consider the automotive in- 
dustry, where despite countless innovations the 
average real dollar selling price of a car has been de- 
clining for decades. 

2 Platform Exploitation 

A second important trend is the rise of tech- 
nology platforms. Platforms allow business- 
es to develop, make and distribute new products and 
services at a fraction of the cost of traditional R&D 
and delivery. 

Better- and-cheaper Big Bang Disruptors are being 
launched on robust hardware and software platforms 
featuring cloud-based computing and storage, mobile 
broadband networks and app-based tools. Apps that 
piggyback on existing cell phones, security camera 
networks, and the emerging Internet of Things, for 
example, can be sold at the cost of just the addition- 
al investment required to develop a new combination 
of existing components. 

The value of using a platform built and paid for by 
others is obvious. Releasing new products on digital 
platforms not only lowers the cost of manufactur- 
ing and distribution, it also gives disruptors immedi- 
ate access to millions (and soon billions) of users and 
devices. It also aids inactivating the social networks 
that can drive rapid product adoption for new offer- 
ings that consumers find compelling. 

Many smartphone-based apps, for example, have 
rapidly made obsolete all manner of standalone elec- 
tronics and analog products. The smartphone has 
become your boarding pass and train ticket, and will 
soon become your smart key at home and away. It 
may also replace much of what is stiU in your wallet, 
including cash and credit cards. 

The fallout from this change can land on many 
an unintended victim. Consider the impact on alka- 
line battery manufacturers. Though still a multi-bil- 
lion dollar business, battery sales fell four percent in 
2014 alone, making batteries the worst performer 
among the top twenty-five categories of household 
products. Procter & Gamble, which owns Duracell, 
plans to spin off the division next year; Energizer 
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Holdings is moving its vulnerable household-prod- 
ucts into a separate business. 

And it’s not just in consumer electronics that the 
impact is being felt. In agriculture, another kind of 
digital platform is emerging, as better and cheaper 
drone aircraft (whose parts largely come from mobile 
phone component producers) are giving rise to what 
is known as precision agriculture. This new platform 
is being built on autonomous tractors, GPS-based 
harvesters, wireless networks and sensors that report 
in real-time on soil condition, hydration, nutrients, 
weather conditions and pests. 

In the energy market, the emerging platform is 
known as the ‘‘smart grid.” In Denmark, the govern- 
ment is pushing a smart grid strategy that will include 
deployment of smart meters, real-time monitoring of 
energy use and variable rates driven by high-volume 
data analysis. Eventually, the smart grid platform will 
balance demand and automatically create price incen- 
tives to encourage efficient energy use. And it will curb 
waste by identifying failing and inefficient devices. 



3 Cross-Subsidisation 

Goods and services can be sold cheap — 
and sometimes even given away for free — 
when their cost is being paid for, in part or in fuU, 
out of the revenues of a different business. Google 
can provide many of its services at no charge, for 
example, because the company can sell advertising 
and related marketing services through its core offer- 
ing, online search. 

The company’s search-based advertising revenues 
have in turn funded not just better search technol- 
ogy, but hundreds of subsidiary products including 
video hosting (YouTube), maps, photo management 
(Picasa), mobile device operating systems (Android), 
travel, office productivity tools, cloud storage, and 
much more. 

In most of these examples, Google had no par- 
ticular interest in disrupting or even competing with 



The cross-subsidised offering, like free Google 
Maps, becomes a kind of perpetual motion 
machine, driving further innovation and 
spreading the often unintended disruption of 
incumbents farther afield. 



the travel agents, navigation device makers, and paid 
video and music providers that once sold those ser- 
vices. Google’s attention was instead focused on as- 
sembling world’s greatest collection of reusable 
information assets. Google’s strategy is being dupli- 
cated by many information-intensive disruptors, in- 
cluding most social networking companies such as 
Facebook, Twitter, and Instagram. 

Some companies are also succeeding with another 
form of cross-subsidisation: selling insights derived 
from large databases. Google draws on a massive 
number of customer interactions to improve its 
products, making, for example, its search and naviga- 
tion databases and algorithms even better. 

As the consumer experience improves, the user 
base continues to grow. Google can then refine its 
pricing model for advertisers, charging higher premi- 
ums for its larger base of customers and for its da- 
ta-driven insights about those customers. In effect, 
the cross-subsidised offering, like free Google Maps, 
becomes a kind of perpetual motion machine, driving 
further innovation and spreading the often unintend- 
ed disruption of incumbents farther afield. 

StiU, it must be noted that subsidisation based big- 
data insights only works when the data comes from 
public sources of information, or from information 
that can be licensed for free or at very httie cost. 

Consider the problem faced by music servic- 
es such as Pandora. Like Google, Pandora can in- 
crease its ad revenue and refine its music recommen- 
dation services by engaging more users, pushing the 
company to continue subsidising its core product. 
And as mobile broadband networks become better 
and cheaper, consumers are likely to increasingly 
prefer “renting” music from companies like Pandora, 
rather than owning it in the form of CDs or mp3s. 

But at the heart of Pandora’s strategy is a ticking 
time bomb. The music it provides to consumers is 
licensed on a use-based model. Estimates are that 
for every million songs listened to by users, the 
company must pay licensing fees of about $1,500. 
That means the more consumers they sign up and 
the more each customer uses the service, the more 
fees Pandora pays. 

Pandora makes nearly all of its revenue by adver- 
tising to listeners who sign up for the free service 
— so rising licensing fees for the music itself are 
causing the company to lose money. As things stand 
now, the more successful the company’s subsidisa- 
tion strategy, the faster it goes into the red. 
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Today's technology trends are conditioning buyers 
to look for greatly improved levels of value at prices 
even lower than they have paid in the past. 



Marginal-Cost Elimination 

Many goods and services cannot be exhaust- 
ed through use or replication. This is true of 
most information goods. These might be thought of 
as the ultimate ‘‘sustainable” goods, in that heavier 
consumption does not require additional resources, 
nor does it exhaust supply. But it is not easy to make a 
profit on goods or services that cost nothing to make. 
Finding enough users willing to pay enough even to 
cover modest operating costs is challenging. And it 
puts incumbents holding debt for sunk costs in pro- 
duction assets at a distinct disadvantage. 

Newspapers have been victims of this phenome- 
non, in some cases contributing to their own demise by 
offering digital versions of their content and allowing 
consumers to unbundle it, choosing the parts they like 
(the news) and ignoring the parts that paid the bills (the 
classifieds). While digital competitors with zero margin- 
al costs experimented with alternate revenue models, 
the newspapers, with one foot still in the analog world, 
fell into a whirlpool of accelerating disruption. 

The trend is now expanding to disrupt profes- 
sional services, as the more mundane work of ex- 
pensive human experts is being replaced by much 
cheaper digital alternatives. These new applications 
can perform increasingly sophisticated and repeat- 
able tasks — reading X-rays, for example — at a mar- 
ginal price at or close to zero. 

In financial services, Intuit’s TurboTax software 
collects the same interview information as a human tax 
preparer, but then automatically generates the return. 
As the product’s users have grown into the millions, 
the company improves the product by observing the 
most frequent areas where customers rely on Intuit’s 
human backstop of tax advisors and then programs 
that knowledge into future releases. Software that 
learns can replace more functions currently assigned to 
human labour, erasing marginal cost as it moves up the 
evolutionary ladder toward true artificial intelligence. 

A similar phenomenon is now beginning to trans- 
form the $200 billion market for legal services, steal- 
ing the low-end work done by lawyers and, at the 



same time, offering legal advice to many consumers 
who simply couldn’t afford the high-cost human al- 
ternative. Startups including LegalZoom, Shake, and 
Rocket Lawyer have already automated the easiest 
tasks, such as the creation of simple contracts and 
estate planning documents. Some of the services 
connect users to real lawyers for help preparing doc- 
uments the software can’t do — yet. 

* * * 

Acting separately and together, these four eco- 
nomic trends are driving better and cheaper disrup- 
tors deep into every industry. As you evaluate the 
impact of better and cheaper disruptors on your own 
business, here are some useful questions to consider: 

• What is the trend for the real (inflation-adjusted) 
price of the goods and service you offer? What 
has it been in your industry? 

• What physical production assets do your offerings 
rely on? Can they be replaced with digital alter- 
natives? Or are they even necessary any longer in 
any form? 

• At what point could your product or service 
become so cheap that others might simply give it 
away to support their own strategic aims? 

• What do you sell that has little marginal cost, 
making it easy to sell again? Who else owns or 
invests in these information assets who might un- 
dercut your sales? 

Today’s technology trends are conditioning buyers 
to look for greatly improved levels of value at prices 
even lower than they have paid in the past. Under 
these conditions, every company needs a strategy 
focused on offerings that are better and cheaper. 
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The Rationality of Risk, Part 2: 
Avoiding Risk, Keeping Busy, 
and Resorting with Praetorians 

BY CHRISTOPHER SURDAK, JD 



In part two of the series on the Rationality of 
Risk, Chris Surdak provides an overview of some 
of the avoidance techniques that business people 
use to try to generate business returns without 
accepting any risk. 

W elcome to the second installment of this dis- 
cussion on the Rationality of Risk. In Part 
One, we reviewed the ever-so-common 
view that businesses should generate returns with the 
absence, or near-absence of risk. We discussed how 
this perspective is deeply rooted in human history and 
is fed by our use of technology in conquering the world 
around us. Throughout our history we have used our 
ever-improving technology and the Discover, Infiltrate 
& Exploit (DIE) approach to grow our society and our 
wealth. These gains have been made with relative ease 
and disproportionately low risk. 

This is not to say that it has always been easy, 
and we certainly have stumbled along the way. But, 
large businesses and managers have had little diffi- 
culty in generating predictable returns in spite of 
the odds that we faced. Indeed, many organisa- 
tions, and our society, expect growth without risk. 
Because of this expectation managers and execu- 
tives are expected to generate riskless returns from 
their business as a matter of course. 



We're Ever So Busy 

As I argued in Part One of this series this expectation 
isn’t entirely rational; many things we take for granted 
are not. But, if this expectation is out there ddigent 
professionals will find a way to meet it. The result is 
a range of behaviors and activities that have been op- 
timally-designed to give the appearance of generat- 
ing change and mitigating risk, while in reality doing 
neither in any meaningful way. 

Note that Pm not suggesting that executives ac- 
tively and openly state that they’re avoiding risk or 
change. Openly admitting to such behavior would be 
unseemly. Rather, there are a range of tools that we 
all use in order to avoid making decisions where there 
is a chance that we might be wrong. These tools allow 
us to remain busy and to create the appearance of im- 
proved performance without actually taking real risk 
by actually changing what we do or how we do it. 

The following is a sampling of these tools and 
techniques; it is by no means comprehensive. See if 
you recognise these from your own work experience. 



Snickering 



In Snickering, a business attempts to generate the ap- 
pearance of better results by slightly reducing what 
their customers get for the same price. To meet the 
expectation of constant annual growth it is far easier 



There is a range of behaviors and activities that have been optimally- 
designed to give the appearance of generating change and mitigating 
risk, while in reality doing neither in any meaningful way. 
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to make something one or two percent smaller each 
year than it is to actually improve how the business 
operates. Hence, companies will ‘‘Snicker” all manner 
of goods and services, candy bars for instance, in 
order to produce the appearance of riskless rewards. 

The problem with this approach is that after 
about a decade of Snickering, what used to be “fun 
sized” is now noticeably and embarrassingly smaller 
than it used to be, and customers eventually catch 
on. Snickering is an egregiously cynical process. It 
not only assumes that customers are so clueless and 
ignorant that they won’t notice the difference, it also 
assumes that anyone observing the business with in- 
terest (such as investors) believe that it is actually 
improving its performance, rather than simply thin- 
ning out the rations. 



Plumping 



Plumping is the act of making things appear to be 
more valuable by stuffing them with less valuable 
stuff Plumping is a standard practice in the meat in- 
dustry, where products like chicken and pork are in- 
jected with salt water in order to make them heavier, 
and thus more valuable, than they actually are. This 
practice is so prevalent in the meat industry that it’s 
actually regulated. By law, companies are allowed to 
plump up their products only so much, after which 
it’s considered to be bad form. That’s your country’s 
regulators looking out for you. 



Such plumping is in evidence across any number 
of industries, as it again gives the appearance of risk- 
free returns without actually improving anything. 



Resorting 



Resorting is the time-honoured practice of holding a 
meeting somewhere other than work, in order to ac- 
tually be productive. Apparently, none of us is able to 
generate useful business results when we are at our 
place of work, but different surroundings and differ- 
ent stimuli lead to different, and presumably better, 
business decisions. 

As such, resorting is used to justify week-long 
holidays (otherwise known as offsites) at a number 
of productivity hot-spots such as Ibiza, Monaco or 
Orlando. Apparently, the practice of spending huge 
sums of money on travel, lodging, golf, tennis, spa- 
rub-downs, fine dining and wine tastings generate 
such break-through management thinking that the 
return on investment on these activities never come 
into question. This practice has become so ritual- 
ised that some organisations have entire departments 
whose sole job is to plan, organise and implement 
these annual productivity pilgrimages. 

Resorting suggests that we all suddenly become hy- 
per-productive once we set foot on a five-star resort. 
Indeed, the meetings, round-tables and breakout ses- 
sions that occur in between meals do generate fantas- 
tic flip-chart notes. Some of the finest popsicle-stick 



Resorting is the 
time-honoured 
practice of 
holding a meeting 
somewhere other 
than work, in 
order to actually 
be productive. 
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bridges I have ever seen were created during team 
building sessions at an offsite, and the causal link 
between market capitalisation and the consumption 
of single malt scotch, cigars, and lobsters have ap- 
parently been weU established. Resorting must be the 
greatest creator of unquantified, unmeasured return 
on investment in the entire history of business, given 
the money spent on this activity 



Posse-ing 



Posse-ing is the corporate practice of setting up 
tiger teams, committees, panels, commando units, 
etc., outside of the normal channels of business, 
in order to try to obtain some abnormal results. 
Posse comes from the Medieval Latin term Posse 
Comitatus^ which is a body of people empowered 
by a sheriff or other official to enforce the rule of 
law. In other words, a posse is a group of people 
who are given more power than normal in order to 
enforce the will of those in power. 

Posse-ing is the corporate practice of 
setting up tiger teams, committees, 
panels, commando units, etc., outside of 
the normal channels of business, in order 
to try to obtain some abnormal results. 



When an organisation ‘‘posses,” it openly ac- 
knowledges that normal employees performing 
their normal work in their normal processes simply 
don’t measure up. In light of these failings, organ- 
isations will create some alternate, temporary group 
in order to try to get some sort of different result in 
some limited, tightly-controlled and carefuUy-moni- 
tored case. Note that a posse is expected to return to 
“normal” as soon as their limited goals are reached, 
otherwise they too would be sheriffs, wouldn’t they? 

When you see a posse being formed by a company 
it is both an explicit declaration that the organisation is 
not performing as necessary, and an implicit declara- 
tion that everything will go back to how it was before, 
once the immediate sense of panic has subsided. 



Somme-ing 



Somme-ing is the practice of doing the same old 
thing, only harder, faster or more emphatically, with 



the expectation that this will lead to different results. 
Somme-ing is the result of the arrival of new tech- 
nologies, strategies or players which completely un- 
dermine what had been effective strategy in the past. 

In late 1916, the world was in its second year of 
fighting World War I. The generals and politicians 
used strategies and tactics that were hundreds of 
years old, while at the same time using new technol- 
ogies such as machine guns, barbed wire, airplanes, 
poison gas and high explosives, produced in indus- 
trialised quantities. These leaders were surrounded by 
new innovations, while their thinking was decidedly 
stuck in the past. 

The old and the new collided in the forests and 
fields surrounding the French village of Albert 
in July 1916, which signaled the beginning of the 
First Battle of the Somme. The allied generals had 
planned for a massive buildup of men and materi- 
el, which would be applied in the same old manner 
that armies had done for the prior few centuries. 
Despite assurances of victory by the leadership of 
both sides, the battle generated almost no strategic 
or tactical result beyond enormous loss of life, with 
well over a million casualties. 

And so it goes in business. Organisations are 
constantly faced with disruptive change brought by 
new technologies, new competitors and new strat- 
egies. Frequently, their leadership attempts to deal 
with these new challenges by applying the same old 
approaches that were successful in the past, only 
with greater vigor, in the hope and belief that this 
will make a difference. Most of the time it does, 
but only in terms of resources spent, and the body 
count that results. 



Deck-Chairing 



Deck-chairing is the reorganising, reshuffling, re- 
structuring, reassigning, etc., of managers or the 
groups that they manage without making any actual 
changes, in order to create the appearance of change. 
The term comes from the story of the cruise ship 
“Titanic,” which famously sank after striking an 
iceberg. Once the ship was struck and began flooding 
no amount of shifting of chairs from place to place 
on the decks would save her. However, such moving 
around of chairs would keep people occupied while 
they waited for their eventual plunge. 

If you have spent any significant time in the busi- 
ness world, you have experienced deck-chairing. 
Managers may take weeks or even months trying 
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to figure out how best to re-arrange who 
reports to whom, who is responsible for 
what, and so on. Success will be within 
reach, just as soon as it is determined who 
becomes responsible for the chairs on the 
Promenade Deck versus who is left with 
those on the Poop Deck. The chairs are the 
same, the boat is the same, even the people 
are the same. But, somehow rearranging all 
of these ingredients in some different order 
is supposed to turn a haggis into a souffle. 

Theoretically, all of the machinations 
and angst generated over these role swaps 
and reassignments are intended to create 
new, better results for the organisation. But, 
more often than not it’s a political game to 
determine who wins at shuffleboard until 
the waters of the North Atlantic make the 
game irrelevant. 

Worst of all, as someone who has 
endured deck-chairing as an almost annual 
event, I can say that it causes at least as much 
psychological trauma as making ACTUAL 
changes to a business, if not more. But, as 
far as creating the appearance of change 
without generating real change, deck-chair- 
ing is a perennial favourite. 



Darthing 



Darthing is the practice of using outsiders 
to decide who is causing an organisation’s 
poor performance, and then assigning them 
to the task of eliminating the offenders. 
Naturally those who are Darthers (the hired 
guns) are made to appear to be the evil-do- 
ers, rather than those that hired them and 
who were ultimately behind what the out- 
siders were up to. 

Darthing comes from the Star Wars 
series of movies. In these movies, the evil 
Emperor Palpatine uses his apprentice 
Darth Vader to do his bidding. Darth ends 
up doing the Emperor’s dirty work, both lit- 
erally and figuratively. Once the Emperor 
determines who or what stands in his way 
he sends in Darth Vader to eliminate that 
opposition for the good of the republic. 

Not surprisingly, Darthing was really big 
in the 1980s and 1990s, which was the first 
big era of hostile take-overs, mass lay-offs 



and the elimination of careerism in many 
industries. Many consultancies became 
experts at how to ‘bight- size” an organ- 
isation, which mostly consisted of doing 
what executive management wanted to do, 
but didn’t dare do themselves. Note that in 
Darthing, the way an organisation operates 
doesn’t really change, only the bureaucracy 
in control of operations changes hands. 



Neoring 



Neroing is the process of building monu- 
ments to your own greatness at the expense 
of that greatness. For those not famil- 
iar with Nero, he was the last of the Juho- 
Claudian Emperors who ruled Rome. Nero 
was a particularly grotesque character 
notable for all sorts of sociopathic behav- 
iors. Among them was his desire to create 
a number of grand monuments to himself 
Some historians believe that Nero had 
Rome set ablaze in order to clear an area for 
the creation of the Domus yiurea, the palace 
complex he built in celebration of himself 
Present evidence shows that executives 
adore Neroing. All around the world, com- 
panies build skyscrapers, campuses and other 
monuments to their fabulousness. Typically, 
these monuments are built at precisely the 
time that these organisations have passed 
their peak and are beginning their slow-but- 
accelerating decline. If you are an employ- 
ee or investor in an organisation that is plan- 
ning to build such palaces, look around for 
signs that new technologies or competitors 
are about to undermine theit empite. 



Urban-ing 



Urban-ing is the practice of making edicts 
that demand obedience in the face of all 
contravening evidence. In the early 17th 
Century, Galileo first proposed that the Sun, 
rather than the Earth, was at the center of 
our solar system. This idea was so radical, 
and so contradictory to the teachings of 
the Catholic Church at the time that Pope 
Urban VIII (formerly a supporter and ally 
of Galileo) declared him a heretic, forced 
him to recant and placed Galileo under 
house arrest for the rest of his life. 



In business, executives use Urban-ing 
to avoid accepting uncomfortable truths. 
Many of these executives became suc- 
cessful because they held to certain beliefs 
about their industry, their business, or their 
approach. Over time, these beliefs may no 
longer prove to be true, which can be dis- 
quieting, to say the least. When this occurs, 
management may begin to pronounce “offi- 
cial positions” as to what their organisation 
believes to be true, despite any amount of 
evidence to the contrary. Such pronounce- 
ments are often presented in the form of 
quarterly reports, press releases and other 
such outputs from marketing departments. 



Praetorian-ing 



Praetorian-ing is where executives surround 
themselves with those who would protect 
them from the truth of theit situation. The 
Roman Senate and Roman emperors were 
protected by elite security guards, known 
as the Praetorians. These soldiers protected 
Roman leaders from personal harm, and were 
respected and trusted by leaders and the citi- 
zenry aHke. Over time the Praetorians gained 
a great deal of power themselves, as they con- 
trolled who had access to the emperors, what 
news they were exposed to, and so on. 

In business, it is not uncommon for execu- 
tives to be surrounded by, or to choose to sur- 
round themselves with, such “reliable” lieu- 
tenants. Part of theit job is to carry out the will 
of these executives. A further part of theit 
job is to make sure those executives aren’t 
called out for making bad decisions, and to 
make sure that bad news doesn’t travel to the 
top, without some underling to blame it on. 
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These behaviors 
are the children of 
two dysfunctional 
parents: the desire 
to avoid risk at 
all costs, and 
the expectations 
of returns on 
investment, no 
matter what. 



Avoidance Clusters 

These techniques frequently travel in herds as avoid- 
ance techniques tend to work best in groups. As such 
it’s quite common to see something like, ‘‘Executive 
management is going resorting with their praetori- 
ans in order to come up with a deck-chairing plan 
and assign someone new to a Somme-ing maneuver.” 
Such risk avoidance clusters are part of everyday life 
in the business world, and MBA programs would do 
well to make these a part of their curricula, if only to 
ensure their graduates are familiar with these all-too- 
common risk management techniques. 

To emphasise how prevalent these techniques 
really are, I briefly looked at my own calendar. I do 
a great deal of consulting, executive coaching, stra- 
tegic planning, writing and speaking as part of my 
work. Over the last two weeks I presented at five 
different “resorting” events. Two of them involved 
Posses who were presenting their latest Somme-ing 
strategy to their staff, while Urban-ing about how 
their industries are not really changing, and the old 
ways are still the best ways. Another client had their 
Praetorians ask me to Darth for them, as they tried 
to use Big Data as the rationale for a round of Deck- 
Chairing before they implemented a wave of lay-offs. 
In another instance, an executive team was Resorting 



at a very nice hotel, spending their morning figuring 
out if Plumping their main product line would help 
them hit their new revenue targets and their after- 
noon trying to decide if Snickering their sales com- 
pensation plan would further help their balance sheet. 

Sound familiar? I thought so. 

Avoiding What We Need the Most? 

As you read the avoidance techniques we just re- 
viewed, perhaps you laughed to yourself a bit, 
because it’s all very familiar. Unfortunately, these be- 
haviors are the children of two dysfunctional parents: 
the desire to avoid risk at aU costs, and the expec- 
tations of returns on investment, no matter what. 
As grotesque as the resulting offspring may be, it is 
often very difficult to teU a parent that their baby is 
less than attractive. Hence, these behaviors not only 
survive, they often thrive in an environment where 
going with the flow is more important than asking, 
“Does any of this make any sense?” 

In this segment I hoped to explore some of the ways 
business people try to generate business returns without 
accepting any risk. These are some of the techniques 
that we use to remain oh so very busy, yet not so very 
productive. If these examples sound famOiar it is not ac- 
cidental. Many of these techniques have been finely- 
honed over decades of organisational Darwinism. 

Is there something better out there? Is there a 
better way for businesses to accept, or even embrace, 
risk? Arguably there is, although the results aren’t 
always certain. That is, after all, the definition of risk. 
In part three of this series, we’U explore some of 
the ways in which organisations and leaders active- 
ly embrace risk, in a calculated, level-headed way, in 
order to generate break-through performance from 
their organisations, or even entire societies. 

And with that. I’m off to have two “fun sized” 
candy bars, as I’m famished, and they’re just not what 
they used to be. 
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The Tears in 
the Deep Tiers 

BYYOSSI SHEFFI 




Many leading companies have well-devel- 
oped risk management and crisis management 
systems for their own operations. Yet for all their 
prowess of risk management of their own facili- 
ties and Tier 1 suppliers, the companies can miss 
significant risks deeper in the supply chain. In 
this article, Yossi Sheffi discusses that only by 
spreading the tools of resilience into the deep 
tiers can industries hope to prevent, detect, and 
mitigate the serious risks that lurk beneath. 

‘‘The world is so connected that the feedback loops 
are more intense”, said Ellen Kullman, CEO of 
DuPontd She explained, ”Our supply chains are 
global. Our financial markets are global. So uncer- 
tainty in one part of the world infiltrates all parts 
of the world. These days, there are things that just 
come shooting across the bow — economic volatili- 
ty and the impact of natural events, like the Japanese 
earthquake and tsunami — at much greater frequen- 
cy than weVe ever seen.” Many of these surpris- 
es are rooted in the deep tiers of the supply chain 
where companies have little knowledge of who those 
suppliers are and no influence or control over them. 
Worse, in some cases it means that unbeknown to 
many companies, entire industries are dependent 
on a single deep-tier supplier or a region. The result 
is that alternative parts and suppliers may be un- 
available. Consider the following three event exam- 
ples, which show the deep risks that threaten global 



supply chains and the actions which companies can 
take in response to them to achieve deep resilience. 

On March 31, 2012, a tank filled with highly flam- 
mable butadiene exploded at Evonik Industries’ cy- 
clododecatriene (CDT) plant in Marl, Germany. 

Intense flames and thick black smoke billowed as 130 
firefighters fought for 1 5 hours to contain and extin- 
guish the blaze that killed two workers and severe- 
ly damaged a portion of the plant.^ CDT and its use 
in synthesizing cyclododecane, dodecanoic acid, and 
laurolactam may mean nothing to most readers. But 
CDT is a key ingredient in making PA- 12 or nylon- 12 
plastics, which are prized by car makers and other in- 
dustries for their chemical resistance, abrasion resis- 
tance, fatigue resistance, and fuel-efficiency-boosting 
light weight. In 2011, the average light vehicle used 
more than 46 pounds of nylon for plastic housings, 
fuel lines, and brake hnes.^ 

Second, on March 17, 2010, Greenpeace posted 
a spoof ad video on YouTube that opened with a 
bored office worker shredding paper.^ ^ Next, the 

"The world is so connected that the feedback loops 
are more intense", said Ellen Kullman, CEO of 
DuPont. "Our supply chains are global. Our financial 
markets are global. So uncertainty in one part of the 
world infiltrates all parts of the world." 
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screen turned red with the text, ‘‘Have a break?” — 
a riff on Nestle’s “Need a break?” ad campaign for 
its Kit-Kat candy bars. Next, the worker opened a 
Kit-Kat wrapper to find an orangutan finger — com- 
plete with tufts of orange hair — instead of a Kit- 
Kat's fingers of chocolate. Two coworkers watched 
in horror as the worker crunched into the finger and 
blood dribbled from the corner of his mouth and 
onto his keyboard. The video closed with images of 
an orangutan in a tree and of a single tree in a cleared 
field. The video urged watchers to “Give the orang- 
utan a break” and “Stop Nesde buying palm oil from 
companies that destroy the rainforests.”^ In a matter 
of weeks, 1.5 million people had watched the video.^ 
Greenpeace’s Kit-Kat attack caught Nestle by sur- 
prise for many reasons, including: palm oil was only a 
trace ingredient in Kit-Kats;^ Nestle had no direct re- 
lationships with nor control over palm oil producers 
— it bought the oil on world markets; Nestle had com- 
mitted to a "no deforestation" policy;^® and Nestle 
was part of the Roundtable of Sustainable Palm Oil 
(RSPO).^^ The Greenpeace campaign targeted the 
Indonesian conglomerate, Sinar Mas Group, as one 
of the companies clearing rainforests to grow palm 
oil. Even after Nesde cancelled contracts with Sinar 
Mas,^^ Greenpeace continued to assert that Sinar Mas 
palm oil was stiU getting to Nestle indirectly, through 
brokers and other suppliers like CargiU.^^ 

Third, in April 2009, John Prendergast, a human 
rights activist and founder of the Enough Vroject}^ sent 
a letter to leading electronics firms, including Intel, 
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HP, Motorola, and AT&T.^^ The letter warned that 
the companies may be supporting atrocities, rape, 
and violence in the eastern region of the Democratic 
Republic of Congo (DRC) through purchases of 
four metals (gold, tantalum, tin, and tungsten) derived 
from “conflict minerals” — akin to blood diamonds. 
This reputational threat expanded into a regulato- 
ry threat with the passage of the 2010 Wall Street 
Reform and Consumer Protection Act (a.k.a. “Dodd- 
Frank Act”) that required aU public US companies to 
disclose whether they use conflict minerals. 

Initially, Intel had no idea if conflict minerals were 
in its supply chain because Intel did not buy these 
metals directly. The company asked its suppliers 
about the minerals, and most suppliers did not know 
or did not respond to the request. Others claimed, 
“We don’t do that” but had no supporting evidence.^^ 
Simply to determine if Intel products might contain 
conflict minerals entailed delving more than six tiers 
deep into the supply chain. 

Many other examples illustrate industry-wide 
risks buried deep in global supply chains. The 2011 
Japanese earthquake and tsunami revealed that Japan 
makes 100% of the world’s protective polarizer film 
for LCD displays, 89% of aluminum capacitors, and 
72% of silicon wafers.^^ North Korean tensions with 
South Korea threaten nearly 80% of the global com- 
puter memory supply. When a small New Mexico 
peanut processor, Sunland Inc., had a salmonella con- 
tamination incident, 36 brand-name companies were 
forced to recall 300 different products.^® And when 
the Rana Plaza garment factory collapsed and killed 
over 1,000 Bangladeshi workers, the murky world 
of contractors and subcontractors meant that many 
Western apparel companies could only hope their 
brands were not involved. 

The Root Causes of Deep Risk 

Three root causes create deep risks that lurk over the 
horizon of individual companies’ sphere of supply 
chain influence: 

1 . Global suppliers. Economies of scale naturally favor 
the growth of large, efficient suppliers such 
as Evonik. In addition, the constant pressure that 
OEMs and retailers exact on their suppliers cause 
them to merge and grow. 

2. Geographical concentration. The 2011 floods in 
Thailand that hit four of the top five hard disk 
makers and disrupted 35% of global disk produc- 
tion show that economic clusters create vulnerable re- 
gional concentrations in the supply base. In other 
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cases, natural geographic concentrations of the Earth's 
mineral and biological resources — such as conflict 
minerals in DRC, palm oil in tropical regions, or rare 
earth metals in China — mean that some industries 
are inextricably linked to risks in particular places. 

3. Proprietary parts and material. In many cases, only 
one company, or sometimes even a single plant, can 
produce certain inputs. Unique capabilities can create 
deep risk, such as when the 2011 Japanese earth- 
quake disrupted production of Merck's Xirakic (a 
sparkly pigment used in auto paint) and affected 
manufacturing of certain colors of luxury cars at 
Toyota Motors, Hyundai, Chrysler LLC, GM, Ford 
Motor, BMW, VW, Audi, and other car makers.^^ 
These three phenomena have always created some 
deep risks in companies' supply chains, but three 
ongoing business trends have amplified the deep risks 
to global scale. 

The biggest trend that amplifies deep risk is the 
growing amount of global trade, spurred by declin- 
ing logistics costs, expanding middle-class consum- 
er populations, greater access to suppliers around the 
world, and global telecommunications. Second, just-in- 
time and lean manufacturing mean that suppliers in all 
tiers have less inventory and less spare capacity. Third, 
growing product complexity (e.g., car seats that now 
contain computer chips, electric motors, heating ele- 
ments, high-tech textiles, exotic foam polymers, and 
specialty steel) make each product riskier — the greater 
the number of raw ingredients and components, the 
deeper the supply chain is and the greater the chance is 
that one of those items or its supplier will have a major 
problem. The result is that what used to be local deep 
risks for particular local product makers have become 
global deep risks that threaten entire industries. 

The archetypal diagram of a supply chain shows a 
fan-out of direct or Tier 1 suppliers feeding each orig- 
inal equipment maker (OEM) company (See Figure 
la). Each supplier, in turn, has many other suppliers 
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Figure la: The typical 
tiered structure of an 
industry's supply chain, 




(Tier 2 to the OEM, Tier 1 to the supplier), and so on. 
The diagram seems to imply robust parallel sourcing, 
with many alternative suppliers in each tier. But, unbe- 
knownst to the OEM, supply chains often have hidden 
vulnerabilities. A single supplier deep in the chain — such 
as the Evonik chemical factory or a socially irresponsi- 
ble pakn oil plantation — can play a keystone role that 
creates significant risks in all downstream tiers. ‘‘What 
we've found is that in Tiers 3 and 4, the convergence of 
underlying raw material supply starts to become really 
significant”, said Jackie Sturm, InteTs Vice President of 
Technology and Manufacturing and General Manager 
of Global Sourcing and Procurement.^^ Instead of a 
fan, the shape is more of a “diamond,” in which a risk 
in one deep tier supplier affects many intermediate sup- 
pliers and threatens all of the OEMs (See Figure lb on 
the next page). Finally, the economic events of 2008 
proved that the global financial system — the supplier of 
all the money that keeps everything running — was the 
biggest diamond of them all. 

When the Tohoku earthquake and tsunami struck 
Japan on March 11, 2011, General Motors initially esti- 
mated that 390 parts from 25 Japanese suppliers might 
be disrupted. What was less visible were all the parts 
from non-Japanese suppliers that depended on com- 
ponents or raw materials are from deeper tier suppli- 
ers in Japan. Ultimately, GM needed four weeks to 
discover that 5,850 parts were affected. Although the 
scope of the earthquake's impact may not be surprising 
given the scale of the Japanese disaster, even seeming- 
ly small events in deep-tier suppliers can have expansive 
impacts. The Evonik fire, impacting just one portion 
of one industrial facility of one supplier in one loca- 
tion, nonetheless threatened supplies of 2,000 different 
parts at GM and also untold thousands of other parts 
at other automakers and companies that needed PA-12. 

Industrial centers are not the only locus for deep 
risks. The Rhine River carries 16% of Germany's 
trade.^^ Recurring droughts,^^ an overturned barge 
in 2011,^^ and finding unexploded bombs from 
WWIP^ have aU disrupted freight flows on the river. 
Similarly, US West Coast port labor issues, conges- 
tion in Chicago's rail network, fog in Shanghai, and 
Icelandic volcanoes are among the litany of logistics 
disruptions affecting entire industries. 

Deep Resilience: Mitigating 
Over-the-Horizon Risks 

As detailed in my new book. The Tower of Resilience: 
How the Test Companies Manage the Unexpected (MIT 
Press, October 2015), many leading companies have 
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Figure 1 b: Deep risk: 
a "diamond "-shaped 
supply chain network 
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well-developed risk management and crisis manage- 
ment systems for their own operations. These com- 
panies avoid sole source suppliers whenever possi- 
ble, assess supplier health continuously, and develop 
strong supplier relationships. These companies invest 
in disaster detection processes through monitoring 
the news and weather and using software that can 
quickly estimate the impact of disruptions on man- 
ufacturing and customers — translating the disruption 
to metrics such as value-at-risk. They also have clear 
processes for assessing and escalating potentially dis- 
ruptive events. Finally, these companies invest in re- 
silience assets such as emergency operations centers, 
communications gear and protocols, flexible manu- 
facturing systems, inventory, and disaster response 
training and emergency drills. Yet for all their prowess 
of risk management of their own facilities and Tier 
1 suppliers, the companies can miss significant risks 
deeper in the supply chain. The examples of Evonik, 
Nestle, and Intel illustrate how companies and indus- 
tries can improve their deep resilience. 

For example, the Evonik fire went unnoticed by 
the world’s automakers until a supplier of fuel lines 
and brake lines — TI Automotive — raised the alarm. 
The industry immediately convened an emergency 
summit on April 1 7 that was moderated by a neutral 
third party, the Automotive Industry Action Group 
(AIAG).^^ Two hundred people from 58 companies 
attended the summit, representing eight automakers, 
their Tier 1 suppliers, component makers, polymer 
resin makers, and on down to deep-tier chemical 
makers such as Evonik and BASE^^ 

The participants formed six committees to quickly 
create action plans and host technical follow-up meet- 
ings to mitigate the impacts of PA- 12 shortages on 
component and vehicle production.^® This collabora- 
tive effort tackled three tasks requiring the collective 
expertise of the entire industry. First, they mapped 



and quantified the current state of global PA- 12 in- 
ventories and production capacities throughout the 
automotive supply chain. Second, they brainstormed 
options to extend current PA-12 capacities and/or 
identify alternative materials or designs to offset pro- 
jected capacity shortfalls. Third, they identified and 
recruited industry resources in order to technically 
vet, test, and approve the alternatives to PA- 12. 

This multi- facetted collaboration overcame the 
challenge. Within a week of the meeting, the top 
OEMs had a jointly-drafted plan to expedite parts 
vakdation.^^ Harmonized validation ensured that sup- 
pliers didn’t need different validation processes for 
each OEM. Suppliers from other industries, such as 
carpet maker Invista Inc., lent their capacity to auto- 
motive applications.^^ In the end, cars continued to 
roll off the line even though the Evonik factory was 
down for nine months.^^ 

After Greenpeace waged its graphic viral video 
campaign against Nestle ’s Kit Kat, the company 
decided to better understand the parts of the palm oil 
supply chain with whom it had no direct relationship. 
To do this. Nestle partnered with The Forest Trust 
(TFT), an NGO (Non-Governmental Organization) 
dedicated to deforestation issues. In the earliest 
phases of the partnership, TFT mediated between 
Nestle and Greenpeace, helping each to understand 
what the other was willing and able to do. 

TFT mapped Nestle ’s palm oil supply chain for 
‘‘almost all” of its products that contained palm oil 
in the bill of materials,^"^ starting with the brokers 
that supplied Nestle and progressing upstream to the 
groves that supplied the broker mills. In 2010, Nestle 
implemented a set of responsible palm oil sourcing 
guidelines (RSG); TFT acted as an auditor for deep- 
tier suppliers of raw materials.^^ TFT also provided 
technical aid on the ground to help the plantation 
operators meet national legal compliance and inter- 
national certification when applicable. Recognizing 
Nestle ’s efforts,^^ Greenpeace both ceased its cam- 
paign against the company and publicly thanked 
Nestle for changing its policies.^^ 

In the third example, Intel addressed the threat 
of conflict mineral risks by starting with an analysis 
of tantalum, the mineral which Intel had the most 
chance of managing because electronics applications 
dominate the tantalum industry. Intel mapped over 
90 percent of its microprocessor supply chain, iden- 
tifying 130 unique tantalum smelters. Intel employ- 
ees traced the sources of tantalum ore by visiting 13 
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countries, conducting more than 50 smelter reviews, 
and touring some of the thousands of small mines 
with NGOs. Smelters were the last stage in the supply 
chain where the source of the ore could be identi- 
fiedd^ Given the relatively small number of smelt- 
ers, one logical strategy for controlling conflict min- 
erals was to create a pool of certified smelters who 
ensured the provenance of purchased ores. 

Identifying smelters of tantalum was one thing, 
but gaining their cooperation on conflict minerals 
was another. Why would a Brazilian tantalum smelter 
care about the different sources of Congolese ore or 
about an American chipmaker that’s not the smelt- 
er’s customer? Smelters sat six to seven tiers deep 
in Intel’s supply chain, far outside the usual span of 
business influence that buyers have on their suppliers. 
To motivate smelters to cooperate with the certifica- 
tion program, Intel and others realized they needed to 
work with other companies in the electronics indus- 
try to drive change. Intel helped found the Electronic 
Industry Citizenship Coalition (EICC) consisting of 
chip-making equipment suppliers, chip-makers, con- 
tract manufacturers, and electronics OEMs.^^ 

EICC developed a standardized social responsi- 
bility code and smelter certification process to avoid 
having each company try to push its own idiosyncrat- 
ic codes and certifications onto deeper tier suppliers. 
Intel and others worked to simplify and standardize 
the certification process and even to reimburse smelt- 
ers for some certification costs. Intel also worked 
with NGOs to avoid unintended consequences of 
responses, such as banning aU DRC-sourced ore, an 
action which would have decimated the country’s le- 
gitimate miners and further destabilized the region. 
As part of an effort to help legitimate miners in the 
DRC, Intel worked with the US Department of State 
to fund the Public-Private Alliance for Responsible 
Minerals Trade."^® In January 2014, Intel announced 
that its entire 2014 line of microprocessors would be 
conflict free for aU four minerals."^^ 

The overall lessons are that companies now face 
greater levels of hidden deep risk due to broad and 
deep global supply chains. ‘‘There’s no reason to think 
the trend towards more unforeseen events [affecting 
supply chains] is going to end”, said Bo-Inge Stensson, 
vice-president for purchasing at SKF, the biggest maker 
of industrial bearings in the world."^^ Direct visibility 
and control may be impossible due to the complex web 
of indirect connections and suppliers’ reticence about 
proprietary supply chain data. And yet three tactics can 




make companies more resilient to deep risks. 

First, mapping deep supply chains can help 
uncover key chokepoints and loci for managing risk 
(e.g., certifying smelters), even if dynamic churn in 
the roster of suppliers -of- suppliers means that any 
specific map will need to be continuously updated. 
Second, companies can partner with industry associ- 
ations and NGOs (e.g., TFT, AIAG, EICC) to bring 
in outside expertise and knowledge of supply chain 
tiers far removed from the company. These collective 
organizations can also create critical mass for chang- 
ing deep-tier supplier behavior over which a company 
has no direct control. Third, companies can cascade a 
standardized supplier code-of-conduct and risk man- 
agement tools to deeper tiers — helping suppliers to 
become resilient and helping suppliers help their sup- 
pliers do the same. 

The power of resilience cannot just reside at the 
level of individual firms, because firms are so de- 
pendent on a very deep web. Only by spreading the 
tools of resilience into the deep tiers can industries 
hope to prevent, detect, and mitigate the serious 
risks that lurk beneath. 
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Companies can cascade a standardized 
supplier code-of-conduct and risk 
management tools to deeper tiers - helping 
suppliers to become resilient and helping 
suppliers help their suppliers do the same. 
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WHITHER TALENT? 

BY ADRIAN FURNHAM 



To what end can talent be defined, sought out 
and developed? In this article Andrew Furnham 
discusses the different ideas of what makes a tal- 
ented individual in the world of business, and 
how to “manage talent” within an organisation. 




A. Introduction 

You cannot have escaped noticing that ^Talent 
Managemenf has become a very fashionable topic. 
In some organisations the Personnel Department 
(which then became HR department) has been 
renamed the ^^Talent Management Departmenf . 
Does that imply that everyone is talented, 
making the concept redundant; or is there 
equivalent Talentless Management 
Department who have, of course a much 
more difficult task? 

Organisations seem to believe that 
their ability to attract and utilise (young) 
people of talent is essential to their prof- 
itability and sustainability They may 
be right. Some argue that talent 
management is more impor- 
tant than strategy, corporate 
culture, marketing etc. in as- 
suring the long term success 
of the organisation. It is 
thought of as the main 
competitive advantage. 

With bull markets there 
is a war for talent. Many 
assumed there was an un- 
der-supply of talented 
people at all levels, and thus 
organisations were in a com- 
petitive battle to attract and 



retain as well as develop, these special, but crucial 
people who would ensure, they hoped, that the or- 
ganisation both thrived and prospered. They were 
thought of as the new generation who would be re- 
quired to lead the organisation into the future and 
ensure its survival. Now in the bear market there is a 
surfeit of talent; an over-supply; wasted talent. 

B. Definitions 

Talent is, quite simply, not a psychological concept. 
One approach is to list possible synonyms for talent. 
These include: blessed; exceptional; experienced; 
flair; genius; giftedness; high potential; precocious; 
prodigy; superstars; wonderkids or wunderkinds. It 
is really only ‘‘giftedness” that has any serious aca- 
demic investigation. 

Dries (2013) noted that for different people the 
concept is quite distinct: for HR Talent is capital; for 
work psychologists it is about individual differences; 
for educational psychologists it is seen as giftedness 
and as a strength for the positive psychologists. 

Talent implies the possibility of people becom- 
ing more than they are. Silzer and Church (2009) 
argued that the concept of potential (talent) is all 
about something existing in possibility only. Is it sin- 
gular, immutable and context independent or defined 
by and brought out only in certain situations? They 
note that high potential can be defined by role, level, 
breadth, record, strategic position or strategic area. 
They analysed eleven companies’ definitions of 
talent/high potential and found evidence of six cate- 
gories variously defined: 

1. Cognitive: cognitive ability/complexity, intelli- 
gence, navigates ambiguity, breadth of perspec- 
tive, judgement, insightful, strategic reasoning; 
tactical problem solving. 
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2. Personality: dominance, sociability, stability, inter- 
personal, emotionally intelligent, authentic, opti- 
mistic, personal maturity, respect for people, self- 
aware, integrity. 

3. Learning: adaptability, versatility, learning agility, 
receptive to feedback, eager to learn, flexible, 
seeks feedback, learns from mistakes. 

4. Leadership: competent, inspiring, develops others, 
brings out the best in people, influencing, chal- 
lenges the status quo. 

5. Motivation: drive, aspiration, engagement, initia- 
tive, energy, risk-taking, power/control, tenacity, 
passion for results, courage to take risks, commit- 
ment to company/ impact. 

6. leadership experiences. 

7. Other things: technical skills, culture fit, promot- 
ability, business knowledge/ acumen. 

They rather cleverly divide these into three catego- 
ries: foundational dimensions (cognitive and person- 
ality), growth dimensions (learning and motivation) 
and career dimensions (leadership, performance and 
knowledge values). But, they argue, many questions 
remain to be answered regarding building a compre- 
hensive model of potential that works in all organisa- 
tions, deciding on clear criteria so that we can be sure 
a person reaches their potential and the problems of 
self-fulfilling prophesies in this area. 

From an individual work psychology perspective 
MacRae and Furnham (2013) suggest there are six 
characteristics of people with potential: 

1. Conscientiousness: Capacity for self-motivation, 
organisation and planning. Those with high con- 
scientiousness appear dependable and diligent. 
Those with lower conscientiousness tend to be 
more spontaneous, laid-back and may need to be 
motivated by others. 

2. Adjustment: Emotional resilience to stressors, dif- 

ficulties and challenges. Those with high adjust- 
ment are calm under pressure and appear unflap- 
pable. Those with lower adjustment appear to feel 
stress more keenly. 

3. Curiosity: Openness to new ideas, techniques, 
and ways of doing things. Those with high open- 
ness like novelty, learning and variety. Those with 
lower openness prefer tried and tested methods 
and uniformity. 

4. Risk Approach: Capacity to make reasoned deci- 
sions in the face of adversity. Those with a high- 
risk approach confront difficult situations and 
have difficult conversations in a reasoned and 



There are six characteristics of people with potential: 






rational way; those with lower risk approach make 
more instinctive decisions. 

5. Ambiguity Acceptance: Receptiveness to com- 
plexity, inconsistency and incongruences. Those 
with high ambiguity acceptance thrive with uncer- 
tainty and complexity. Those with lower ambiguity 
acceptance like a clear-cut answer, simple solution. 

6. Competitiveness: Desire for professional success, 
recognition and achievement. Those with high 
competitiveness enjoy positions of power, influ- 
ence and recognition. Those with lower compet- 
itiveness prefer cooperation, collaboration and 
may dislike the spotlight. 

They have developed and validated a test of the 
above that has been used successfully in various settings. 

Yet a debate remains as to what talent actually is\ 
whether it needs special nurturing to last and what 
it predicts. If talent is not merely a new name for an 
old construct or set of constructs, what does it com- 
prise? And how does one develop a person into a tal- 
ented manager? 

C. Issues to Ponder 

There are various specific questions for those trying 
to assess and evaluate talent. Here are some issues 
and questions to ponder: 
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• Write down all the synonyms and antonyms for 
talent that you can think of. 

• Have you ever worked with, or for, a really tal- 
ented person? How did you know? Describe your 
observations. 

• What are the lessons of turnover of talented 
people? Why do talented people leave? Is that good 
or bad for them and/ or your organisation? 

• What particular processes would you put in place to 
recruit and select high flyers to your organisation? 

• Should the list of those who are judged to be tal- 
ented (or talentless) be kept secret? Indeed could 
it ever become secret? 

• Under what circumstances should people labelled 
or nominated as talented be taken off the list and 
others brought into the talent group? That is, what 
should be the nature of mobility for talented (and 
less talented) people? 

• Should you invest more or less time and money 
into the talent group than those not in the group? 
If the talented are in some way gifted should we 
not invest more in those who, for whatever reason, 
are seen to have less talent? 

• Imagine you have a budget of /^5000/$6000 and 
three weeks in total (21 days a year) to develop 
your high flyers, what would you do? 

• Do you think it is a sign of being a real talent- 
ed person that you could trust them to plan their 
own training and use your budget to realise their 
full potential? 

• What, in your view, are the three easiest and 
the three hardest things involved with talent 
management? 

• Which issue are you most/least interested in or 
vexed by? 

D. The Fundamental Questions 

From a management perspective there seems to be a 

number of important questions: 

• Attracting talent: This involves the recruitment 
of talented people, identifying the best methods 
to assess it and finding ways to persuade talented 
people to join the organisation. This is essentially 



Hardship teaches many lessons: how 
resourceful and robust some people can 
be and how others panic and cave in. 



a recruiting and selection task. This may mean trying to 
attract people from universities as well as various 
firms. The idea is aimed at making these especial- 
ly (and perhaps unusually) talented people favour- 
ably disposed to your organisations such that they 
apply for advertised positions. You have to ask 
(and answer the question) why would any talented 
person want to come and work for you? 

• Developing Talent: One of the concepts associat- 
ed with talent is the idea of potential to rise up the or- 
ganisation to ever more important and challenging 
jobs. For this it is thought (even) talented people 
requite particular training, coaching or mentoring. 
This can, and should, be done on an individual basis 
as well as on a corporate level through leadership 
development, succession planning to new job inte- 
gration and assimilation initiative. 

• Retaining Talent: This involves keeping talent- 
ed people after they have been selected. It in- 
volves understanding their particular and specif- 
ic ‘package’ and training needs. They might be 
differently motivated than less talented groups, 
and the task is to find out how to keep them both 
happy and productive. This question address- 
es whether they need anything different com- 
pared to good management practices and equita- 
ble rewards to ensure they stay working for the 
organisation. The issue is one of return on invest- 
ment: on knowing how to turn a talented employ- 
ee, into a talented manager, into a talented director 
and then, even a talented CEO. 

• Transferring Talent: Inevitably, talented people 
move — they move up the organisation (almost by 
definition); they move to sister companies; they 
may head up overseas divisions of the company. 
Furthermore, they leave the organisation. It is im- 
portant to ensure that aU issues associated with out- 
placement, relocation and retirement are done well. 
Perhaps the attraction and transitioning of talent 

are the easier issues of these tasks. If you have a great 
brand and reputation it is particularly easy; less so if 
your organisation is less well known with a poor rep- 
utation. However it may be worth concentrating on 
just two of these issues. 

E. The Development of Talent 

There are many ways to develop talent. Talented 
leaders provide much the same narrative of the 
factors that influenced them most. Studies across or- 
ganisations in different sectors as well as those within 
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big corporations and across different corporate and 
national cultures, even different historical time zones, 
reveal the same story. Talented leaders mention six 
powerful learning experiences: 

• The first is early work experience. This may be a ‘part- 
time’ job at school; a relatively unskilled summer 
hoMay job at university; or one of the first jobs 
they ever had. For some it was the unadulterated 
tedium or monotony that powerfully motivated 
them to never want to repeat. For others it was a 
particular work style or process that they have re- 
tained all their lives. This is something to select for. 

• The second factor is the experience of other people, 
and it is nearly always an immediate boss, but can 
be a colleague or one of the serious grown-ups. 
They are almost always remembered as either very 
bad or very good: both teach lessons. The moral 
of this from a development perspective is to find a 
series of excellent role-model, mentor type bosses 
for the talent group. 

• The third factor is short-term assignments', project work, 
standing in for another or interim management. 
Because this takes people out of their comfort zone 
and exposes them to issues and problems they have 
never before confronted, they learn quickly. For 
some it is the lucky break: serendipity provides an 
opportunity to find a new skill or passion. 

• The fourth is the first major line assignment. This is often 
the first promotion, foreign posting or departmen- 
tal move to a higher position. It is often frequent- 
ly cited because suddenly the stakes were higher, ev- 
erything more complex and novel and ambiguous. 
There were more pressures: the buck stopped here. 
You were accountable. Suddenly the difficulties of 
management became real. The idea then, is to think 
through appropriate “stretch assignments” for tal- 
ented people as soon as they arrive. 

• The fifth factor is hardships of various kinds. It 
is about attempting to cope in a crisis that may 
be professional or personal. It teaches the real 
value of things: technology, loyal staff and sup- 
portive head offices. The experiences are those 
of battle-hardened soldiers or the '‘been there, 
done that” brigade. 

Hardship teaches many lessons: how resourceful 
and robust some people can be and how others 
panic and cave in. It teaches some to admire a fit 
and happy organisation when they see it. It teaches 
them to distinguish needs and wants. It teaches a 
little about minor forms of post-traumatic stress 



TO THE EXTENT THAT LEADERSHIP 
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AND LEARNT, RATHER THAN 
'GIFTED', IT IS ACHIEVED MAINLY 
THROUGH WORK EXPERIENCES. 



disorder. And the virtues of stoicism, hardiness 
and a tough mental attitude. 

• Sixth on the list comes the management development 
stuff Some remember and quote their MBA ex- 
perience; far fewer some specific (albeit fiendish- 
ly expensive) course. One or two quote the expe- 
rience of receiving 360-degree feedback. More 
recall a coach, either because they were so good 
or so awful. This is bad news for trainers, business 
school teachers and coaches. 

To the extent that leadership is acquired, devel- 
oped and learnt, rather than ‘gifted’, it is achieved 
mainly through work experiences. Inevitably some 
experiences are better than others because they teach 
different lessons in different ways. Some people seem 
to acquire these valuable experiences despite, rather 
than as a result of, company policy. 

Experiential learning takes time, but timing is im- 
portant. It’s not a steady, planned accumulation of 
insights and skills. Some experiences teach little or 
indeed bad habits. 

But three factors conspire to defeat the experi- 
ential model. Virst, both young managers and their 
bosses want to short circuit experience: learn faster, 
cheaper, better. Hence the appeal of the one-min- 
ute manager, the one-day MBA and the short course. 
Second, many HR professionals see this approach as 
disempowering them because they are ‘in charge’ of 
the leadership development programme. Third, some 
see experience as a test, not a developmental exercise. 

Maybe leadership potential and talent should be 
defined as the ability to learn from experience. Equally, 
every move, promotion or challenge should be as- 
sessed also from its learning potential. 

F.The Retention of Talent 

Martin and Schmidt (2010) argue that as many as 
a quarter of high potential people in big American 
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companies intend to '‘jump ship” within a year and 
a fifth believe their personal aspirations are different 
from what the company has planned for them. They 
think that companies make six common mistakes in 
trying to manage the "talented”: 

1 . Assuming they are all engaged when they are not if 
not challenged, rewarded and recognised enough. 

2. Mistaking current performance for high perfor- 
mance: not all can or want to step up to tougher 
roles. 

3. Delegating talent development to line managers 
who may not be qualified to do it. 

4. Shielding talent from more difficult assignments 
where they will learn more. 

5. Not offering them differentiated compensation 
and recognition from the others 

6. Keeping them in the dark with respect to what is 
planned for them. 

Bad management, Martin and Schmidt argue, lead 
to three problem types: Engaged Dreamers (people 
who aspire but don’t quite have the required ability); 
Disengaged Stars (people not really committed to the 
organisation) and Misaligned Stars (whom aren’t pre- 
pared to make the real sacrifices required). 



G. So? 

We have all made selection mistakes. We have all seen 
people with a fine future behind them: those who ap- 
peared to have talent but somehow never realised it. 
There is no doubt that getting the right people to work 
for it is pretty important in being successful. There is not 
a lot really new in the talent literature, except perhaps a 
better understanding of what talent is and how, when 
and where one might be able to develop it. 
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ENTREPRENEURIAL ECOSYSTEMS; 

FIXING THE TRIPLE HELIX 

BY ADAM J BOCK AND DAVID JOHNSON 



In knowledge-intensive fields, new ventures live 
or die within entrepreneurial ecosystems. This 
article shows how policymakers can nurture en- 
trepreneurial ecosystems to fix broken triple 
helixes at the university-industry (U-I) bound- 
ary. The authors investigated university-based 
venturing activity in the stem cell field to identify 
missing links in triple helixes. 

T echnology transfer has become big business. 
Between 1996 and 2010, technology trans- 
fer in the US contributed $388 billion to GDP 
via thousands of license agreements and more than 
4,000 start-ups.^ Research universities have embraced 
technology commercialisation as part of the ’’triple 
hehx model” to drive innovation and regional eco- 
nomic development.^ Policy-makers at aU levels have 
focused attention on practices and resources that ac- 
celerate technology transfer and tech venture growth.^ 
These policies, however, often fail to support the de- 
velopment of entrepreneurial ecosystems just beyond 
the U-I boundary where new tech ventures thrive or 
die. Without a robust entrepreneurial ecosystem, the 
triple helix of government, industry and university, 
primarily benefits entrenched firms with less motiva- 
tion to innovate technologies and business models. 

University spinouts are a unique and fragile breed. 
They often combine world-class science with new and 
inexperienced founders, testing asset-intensive busi- 
ness models in capital-poor environments. These 
fledgling firms face an extraordinary array of uncer- 
tainties, spanning technical, operational, and market 
unknowns. Some, like Wisconsin-based Nimblegen 



and Tomotherapy, grow rapidly and exit via IPO or ac- 
quisition. These exits return wealth and knowledge to 
the ecosystem. But many spinouts stall, struggling year- 
to-year just to raise enough capital to stay akve. From a 
university and public policy perspective, these are triple 
helix successes generating employment. These firms, 
however, absorb critical ecosystem resources, prevent- 
ing valuable capital, knowledge, and people from being 
recycled into better opportunities. Neither alive nor dead, 
’'^lombie” ventures are a signal for ailing entrepreneurial ecosys- 
tems unlikely to generate fast-growth "ga^^elles" that drive high- 
value job creation. 

Emerging ecosystems in regenerative medicine 

To go beyond the triple helix to healthy entrepre- 
neurial ecosystems, it helps to look at an emerging 
sector rife with uncertainty. The regenerative medi- 
cine sector, commercialising stem cell technology, 
win eventually revolutionise the health care industry."^ 
Despite research and tool sales exceeding $15 biUion,^ 
commercialising stem cell products requires navigat- 
ing complex and often conflicting intellectual proper- 
ty (IP) and market regulations. To-date, there are no 
FDA / EMA approved stem cell therapeutics. The 
high level of uncertainty has kept big pharma on the 
sideline, while universities and new ventures drive the 
majority of innovation and development. 

Regenerative medicine entrepreneurial ecosystems 
(RMEEs) face unique challenges. Stem cell technol- 
ogies present complex institutional, ethical and legal 
issues for university TTOs.^ The academic scien- 
tists essential to technology translation must balance 
potentially conflicting scientific and commercial 
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identities.^ Entrepreneurs in nascent eco- 
systems struggle to identify and emulate in- 
stitutional norms that will facilitate venture 
growth.^ In the regenmed sector, ecosystems at the 
U-I boundary are the leading edge; stem cell entre- 
preneurs are at the sharp end facing the unknown. 

We studied the nascent entrepreneur- 
ial ecosystems that have formed around 
three stem cell research institutions. The 
University of Edinburgh (UK), where Dolly 
the Sheep was cloned, is one of the leading 
regenerative medicine programs in Europe. 
The University of Wisconsin-Madison 
(United States), where James Thomson first 
isolated primate and human stem cells, is a 
global leader in regenerative medicine re- 
search and technology transfer. Skolkovo 
Institute of Science and Technology is a 
new research university in Moscow, formed 
in partnership with MIT. AU three univer- 
sities have active programs to develop and 
commercialise stem cell innovations. 

Policymakers must go beyond triple 
hekx connections to build robust entre- 
preneurial ecosystems in knowledge-inten- 
sive fields like regenerative medicine. Doing 
so requires rewriting the standard playbook 
for tech venturing at the U-I boundary. 
Research-driven entrepreneurs need spe- 
cific coping strategies and knowledge col- 
laboration practices to address uncertain 
markets. Institutions and government must 
embrace failure as a necessary component 
of health entrepreneurial ecosystems. 

The triple hekx model requires three 
"patches" to function properly under con- 
ditions of high uncertainty and knowledge- 
intensive innovation. We discuss these and 
also note the "placebo" most commonly 
used in entrepreneurial ecosystems. 

Patch #1: Inspire independence 

Uncertainty is ubiquitous in RMEEs. It 
affects everyone, but everyone responds 
differently. Entrepreneurs, financiers, in- 
stitutional leaders and government pokey- 
makers cope with uncertainty by making 
decisions without complete informa- 
tion. RMEE participants rely on two 
coping strategies. A problem-based coping 



response attempts to resolve the underly- 
ing cause of uncertainty via information- 
seeking, lean experiments, or risk-sharing 
partnerships. An emotion-based coping re- 
sponse assumes the uncertainty cannot be 
resolved. Participants focus on leveraging 
avakable resources and mitigating the per- 
ceived downside of missing information.^® 

Entrepreneurial culture at the central in- 
stitution appears to play a critical role in the 
dominant coping strategy used in the eco- 
system. When the university encourages 
independence and entrepreneurial think- 
ing, the ecosystem utikses problem-based 
coping. When the university attempts to 
protect resources, the ecosystem tends 
towards emotion-based coping. 

The policies 
designed to protect 
technology and 
new ventures, are, 
in effect, hindering 
the development of 
the entrepreneurial 
ecosystem 

From a psychological perspective, differ- 
ent coping strategies bring value to different 
situations. But in RMEEs, kke many high- 
technology sectors, knowledge is dispro- 
portionately valuable and rapidly-changing. 
Emotion-based coping may help ventures 
through short-term crises, but hold kttle 
promise for adaptation in industries with 
accelerating rates of technological change. 

The policies designed to protect technology and 
new ventures, are, in effect, hindering the develop- 
ment of the entrepreneurial ecosystem. Overly re- 
strictive IP kcensing terms and programs 
that shield new ventures from market forces 
kmit opportunity- seeking behavior and en- 
trepreneurial learning. These pokeies might 
maximise the university's kcensing revenue 



on any one deal, or stave off near-term 
fakure for any one deal. But over time, these 
pokeies slow rates of learning, innovation, 
and growth in the ecosystem. 

Tomotherapy provides an excekent 
example from another knowledge-inten- 
sive field. GE sponsored and then aban- 
doned innovative radiotherapy research 
at UW-Madison. Founder and CEO Paul 
Reckwerdt took the venture out of the 
university and tackled every unknown as a 
problem to be solved. Without the protec- 
tion of the University or GE, Reckwerdt 
and his team were forced to become indus- 
try and market savvy. The uncertainties of 
funding, product launch, market entry, and 
scale-up could be mitigated with prioritisa- 
tion. He explains the process with an en- 
gineer's methodical analysis: "Business is 
not rocket science.... There’s a thousand 
things happening here, and you have to 
balance them off each other and do triage 
and balance their impact. . . you have to 
make the shortest path to the minimum 
viable product, so you can get it out there to 
bring money in so you can pay for future re- 
search." As just one example, the company’s 
revolutionary Hi-Art hekeal radiotherapy 
device received FDA clearance in less than 6 
months. Tomotherapy went pubkc in 2007 
at an $800 mikion valuation. Since then, the 
founders and executives have started, run, 
and funded more than half a dozen other 
technology ventures. 

Patch #2: Promote knowledge 
collaboration 

Coping strategy is only half the story. In 
knowledge-intensive sectors, knowledge 
cokaboration is essential because early stage 
ventures are unkkely to possess sufficient in- 
terval knowledge. In RMEEs, knowledge 
cokaboration may appear high-risk, because 
IP is valuable, tightly controked, but hard 
to enforce across geographic boundaries. 
Because regenerative medicine market in- 
formation is incomplete, new ventures are 
appropriately wary of sharing information 
about proprietary technologies and novel 
business models. 
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In this case, self-reliance is the problem. 
Entrepreneurs and ventures that apply the ’’indepen- 
dence” mantra to knowledge development are more 
likely to miss emerging market opportunities. They 
are also at risk of ignoring early market feedback 
about product capabilities and minimum customer 
value requirements. 

Collaborative knowledge development is difficult. 
Entrepreneurs in knowledge-intensive sectors walk a 
fine fine between protecting critical IP and partner- 
based knowledge creation. Cellular Dynamics, James 
Thomson’s stem cell spinout venture, found the right 
balance. The company set up collaborative devel- 
opment projects with carefully selected biotech and 
pharma partners. At the same time, it offered research 
’’grants” to academic scientists working on induced 
pluripotent stem cells (iPSCs) technologies closely 
related to its own products. Finally, it created parallel 
’’blue sky” funding for internal projects. Multiple paths 
ensured that the company stayed at the leading edge of 
knowledge creation and collaboration in this incredibly 
uncertain field. The company was first to market with 
more than a half-dozen iPSC types and was the Wall 
Street Journal’s most innovative company in the world 
in 201 1 . Cellular Dynamics was acquited by FujiFilm in 
2015 for $307 million. 

It is also useful to note the role of ecosystem re- 
cycling: the funders and executive team at Cellular 
Dynamics had previously led two other university 
spinouts: Third Wave Technologies and Nimblegen. 
Third Wave, the first true equity spin-out from UW- 
Madison, went public in 2001 and was ultimately ac- 
quired by Hologic for $580 million. Nimblegen was 
acquired by Roche in 2007 for $272 million. Healthy 
entrepreneurial ecosystems recycle successful entre- 
preneurs and exit-event wealth into new ventures. 

Figure 1 shows the ecosystem types based on 
the dominant coping strategy and level of collabor- 
ative knowledge development. Healthy ecosystems 
arise when ventures utilise problem-based coping 
and collaborative knowledge development. This is 
encouraging because our research found that these 
two characteristics are correlated — the presence 
of one tends to encourage the other. On the other 
hand, emotion-based coping and low collaborative 
knowledge development are also correlated, gener- 
ating clusters of disengaged firms focused internal- 
ly on available resources.^^ 

The mixed outcomes are less likely but impor- 
tant to recognise. Insular domains result when 



entrepreneurs and ventures are problem- solvers 
but poor collaborators. Of most concern, however, 
are networks of ignorance that result from collab- 
oration among ventures utilising emotion-based 
coping. Here, homophily effects lead ventures with 
flawed technologies and commercialisation models to 
seek out firms living with the same misconceptions. 
Because these firms prefer to deny the effects of un- 
certainty, they generate networks that serve as echo 
chambers, failing to adapt to changing technology 
regimes and market conditions. A significant number 
of zombie ventures suggests a network of ignorance. 

To avoid networks of ignorance, policymakers 
can create open-access forums where scientists, en- 
trepreneurs, and industry leaders can test assump- 
tions about technologies and markets. Encouraging 
participation by a wide variety of knowledge leaders 
brings more knowledge, including marginal ideas to 
the discussion. When market data is scarce or nonex- 
istent, as is the case with nascent fields like regenera- 
tive medicine, the best option is to generate collabor- 
ative knowledge bases to explore possibilities, rather 
than rely on internally-generated assumptions. 



Figure 1 . Entrepreneurial ecosystem types 
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Universities and government policymakers 
must accept some failure to foster healthy 
entrepreneurial ecosystems. 



The Placebo: "Entrepreneurial" train- 
ing for scientists 

As research universities attempt to meet 
policy expectations for entrepreneurial ac- 
tivity, many have begun providing "entrepre- 
neurial” training to scientists. This is, at best, 
a placebo; there is no compelling evidence 
that entrepreneurial training improves ven- 
turing outcomes. At worst, it inflates expecta- 
tions and increases the potential for cohorts 
of zombie ventures. General business skills 
training and entrepreneurial awareness are 
valuable to nearly any type of student, in- 
cluding career scientists. Supply-driven entre- 
preneurial activity, however, tends to gener- 
ate products looking for markets and higher 
rates of failure. 

Patch #3: Embrace (some) failure 

Successful ventures are a measure of an eco- 
system's potential. It is the failures, however, 
that indicate the ecosystem's overall health 
and resilience. Unfortunately, universities 
usually seek to shield academic entrepre- 
neurs and new ventures from market forces 
to safeguard their survival. The intention 
is good: nurturing fragile ventures seems 
obvious. Low failure rates appear to dem- 
onstrate effective use of public funds and 
encourage more venturing activity. 

But failure is an unavoidable element of 
entrepreneurial ecosystems, providing value 
at the individual and community level. 
Healthy ecosystems and smart entrepre- 
neurs do not avoid or ignore failure, they 
learn from it.^^ Rapid failure and recycling 
of organizational resources provides critical, 
sometimes low-cost, resources to emerging 
and rapidly growing ventures. Artificially 
supporting ventures traps key people and 
drains the ecosystem of risk capital. Zombie 
companies may pad university spin-out 



statistics and provide lifestyle income to sci- 
entist-founders, but they are entrepreneurial 
ecosystem parasites. High failure rates are a 
necessary outcome of the experimentation 
process required when entrepreneurs utilise 
problem-based coping strategies. 

Universities and government policymakers must 
accept some failure to foster healthy entrepreneur- 
ial ecosystems. Industry expects new ventures 
to de-risk technologies and go-to-mar- 
ket strategies. If governments and uni- 
versities attempt to mitigate or stigmatize 
failure, the triple helix can’t function prop- 
erly. Universities should be less concerned 
with protecting new ventures from inevi- 
table market forces; TTOs should loosen 
their selectivity of technologies for possi- 
ble spin-off Failed ventures are a necessary 
by-product of robust ecosystems and active 
technology commercialisation programs. 
Reporting and even celebrating failure, 
however, may be difficult for universities 
and government policymakers to accept. 

Coping strategies, knowledge collabora- 
tion, and failure play key roles in healthy entre- 
preneurial ecosystems. Policymakers should 
go beyond the placebo effect of general busi- 
ness training to patch up triple helixes, es- 
pecially in knowledge-intensive technology 
fields like regenerative medicine. 
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Research indicates that sustainability foot- 
prints can transform stakeholder perceptions 
of waste from being a cost center to a profit 
center, reduce carbon emissions by diverting 
waste from landfills, and stimulate innovation 
through the search for potential energy savings. 
In this excerpt, Lowellyne James discusses stra- 
tegic options for SMEs to embed sustainability 
and highlights the role of quality management 
in sustainable development. 

R eflecting on the major stories of the past few 
years floods in Australia and Brazil, Typhoon 
Haiyan, BP Deepwater Horizon incident, poor 
working conditions of garment factory workers in 
Bangladesh, food riots that led to the overthrow of 
a dictatorship in Tunisia — common themes emerge 
such as the environment, climate change, ethics, and human 
rights, which all fall under the vast umbrella of sustain- 
ability. Increasingly, governments are implementing 
policies and enacting legislation designed to reduce 
unabated carbon emissions through market mecha- 
nisms such as cap and trade schemes^ 

The BP Deepwater Horizon incident crystalliz- 
es the centrality of sustainability to business strate- 
gic success. Costs to BP arising from the absence of 



a quality culture that incorporates ’’minimal loss” to 
the society has been a $91 billion reduction of market 
value between April and June 2010, over 350 lawsuits 
from the general public, damage to its brand image, 
loss of support from environmental groups with the 
U.S. Audubon Society who consider the oil spill to be 
the ’’largest uncontrolled science experiment” in U.S. 
history, shareholder dissatisfaction, and the demise 
of BP’s industry leadership.^ 

This absence of a quality culture gave rise to the 
following quality failures leading to the explosion 
aboard Deepwater Horizond 

1. Incorrect parts: Centralizers, key equipment 
used in drilling operations, were received from 
supplier not to specification. 

2. Breach of existing well design: The central- 
izers used in operations totaled to 6 instead of 
21, a casualty of the misdirected focus on reduc- 
ing the cost and not reducing the cost of quality. 

3. No product verification: Incoming inspection 
tests were not conducted on the cement foam 
upon receipt from the supplier Halliburton. 

4. Poor supplier management: The cement 
supplied by Halliburton failed in-house tests. 
The need to develop mutually beneficial suppli- 
er relationships is a corner stone of total quality 




U.S. Audubon Society consider 
the BP Deepwater Horizon 
oil spill to bethe "largest 
uncontrolled science experiment" 
in U.S. history, shareholder 
issatisfaction, and the demise of 
bp's industry leadership. 



It is time for business and regulators to adopt an industry-wide approach that 
embraces continuous improvement that goes "beyond quality". 
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management and quality management standards such as ISO 
9001. BP’s relationship with its supply chain Transocean and 
Halliburton, as events have revealed, can be described as com- 
bative at best. 

5. Poor process management: ’’Negative Pressure Test” was 
not dictated on the oil platform’s work plan. There was no 
procedure for conducting the ‘‘Negative Pressure Test.” 

6. No management of change procedure: ’’Negative Pressure 
Test” was added to the work plan at the ’’eleventh hour”. This 
confusion led to the acceptance of one positive test result 
despite three failed negative pressure tests, a decision that 
sealed the fate of the crew of Deepwater Horizon. 

These six qualily failures resulted in the catastrophic loss of 
life and environmental disaster — the safety consequence — 
a cost that is unquantifiable. 

Safety is not the issue but a consequence of 
the absence of an understanding of quality 
and its impact on the triple bottom-kne, 
that is, economic, social, and envi- 
ronmental. It is time for business 
and regulators to adopt an indus- 
try-wide approach that embrac- 
es continuous improvement that 
goes "beyond quality". 

Humanity’s insatiable appe- 
tite for knowledge and space ex- 
ploration has also impacted neg- 
atively on the environment of 
earth’s orbital atmosphere. Most 
of us with our feet firmly planted 
on the ground may find it incred- 
ible that to date it is estimated that 
there are more than 21,000 man-made 
objects measuring more than 4 inches in 
earth’s orbit with millions of other objects 
measuring a centimeter or less. These man-made 
objects, benignly described as space debris, can range 
from spent booster stages, nuts, batteries, and nuclear waste to 
derekct satellites, aU moving faster than 20 times the speed of sound, 
reaching speeds of up to 1 8,000 miles per hour just to remain in orbit. 
The management or lack of management of waste extends to the 
more distasteful issue of human waste matter, which in some instanc- 
es is launched into the vastness of space."^ 

Envitonmental concerns placed aside the existence of space debris 
is a hazard that increases the risks inherent with space travel. Large 
companies such as Vitgin Galactic, who are in the forefront in the 
race to commercialize space flight and colonize space, the existence of 
these hazards are being either ignored or muted in favor of econom- 
ic or financial expedience.^ The risks of these hazards, however, are 
so acute that the US Space Surveillance Network, an arm of the US 



Department of Defense, daily tracks aU space debris larger than 10 cm. 

The National Aeronautical Space Agency (NASA) has taken the 
lead in embracing a more sustainable approach to space flight in 
earth’s orbit by developing mitigation standards aimed at reducing 
orbital debris. SimUar plans have been developed by other countries 
such as Japan and institutions such as the European Space Agency‘s 
Although commendable, these efforts faU short of a cleanup of the 
earth’s orbital space, whose costs may prove prohibitive with the 
hope of incentives such as government subsidies to spur entrepre- 
neurial activity in this sector, which may seem but a pipe dream in an 
age of government cutbacks and financial austerity. Despite the enor- 
mous chaUenge of removing space debris, two Japanese firms are 
engaged in a joint venture to develop space debris removal systems.^ 
Modern human activity on our planet, both terres- 
trial and atmospheric, is inherently carbon in- 
tensive.^ Armed with an understanding that 
the sustainability issues facing our planet 
are not only earth bound and that 
waste has gone orbital, I attended 
the Edinburgh Napier Business 
School for a meeting with the 
sustainability program course 
leader. During our conversa- 
tion, I noticed four origami 
swans on his desk. Upon 
enquiting further, my col- 
league intimated that the 
items were found at the end 
of one of his lectures on the 
seat vacated by an anonymous 
student, jokingly suggesting it 
is symbolic of the quality of the 
lecture during which one of the stu- 
dents found origami more interesting! 
Swans in mythology have helped 
Greek gods move across the sky and are 
considered by many ancient and indigenous 
people to symbolize transformation, balance, and ele- 
gance depending on their color. For example, black swans sym- 
bolize mystery or uncertainty. 

My own research into the phenomenon of sustainability foot- 
prints (i.e., the use of carbon footprint, water footprint, ecological 
footprint, and the emerging concept of social footprint to eval- 
uate present nonfinancial consequences and future risk implica- 
tions of strategic decisions) indicates that sustainability footprint 
methodology is at the nexus of three management concepts (See 
Fig. 1.1 on the next page), which are as follows: 

^sk — sustainability footprint risk must incorporate environmental, 
social impact and its effect on cost structure and revenue streams.^’ 
Natural Resource-Based View — sustainability footprint measurement 
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FIGURE 1.1 Philosophical position of sustainability footprint 
methodology within existing management theory. Source: Author. 
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contributes to strategy through pollution prevention, 
product stewardship, and sustainable development.^^'^^ 
Shared Value — as indicators, sustainability foot- 
print assists firms in the mitigation of environmental 
impacts arising from value chain activities.^*'’ 

These theories reveal four key areas within which 
sustainability footprints can contribute to the success 
of the firm in terms of cost impact, innovation impact, 
environmental impact, and stakeholder impact — the four 
swans of sustainability. The research study also cat- 
egorized perceptions of the impact of sustainability 
footprints among small and medium-sized enterprise 
(SME) managers and personnel along a qualitative 
scale consisting of sustainability positive, sustainability 
passive, and sustainability negative. 

Results of this research indicate that sustainabili- 
ty footprints can transform stakeholder perceptions 
of waste from being a cost center to a profit center, 
reduce carbon emissions by diverting waste from 
landfills, and stimulate innovation through the search 
for potential energy savings. 

Firms that do not measure their sustainabili- 
ty footprints, for example, carbon, social, and water 
footprint, expose themselves to uncertainty and risk 
especially within the context of climate change as 
they fail to adopt behaviors or make decisions that 
are expressly sustainable. 

This book utilizes the results of this study to 



provide strategic options for SMEs to embed sustain- 
ability and highlights the role of quality management 
in sustainable development. 

Firstly, it is essential to briefly define the role of 
quality in sustainable development. As a quality prac- 
titioner, I reviewed the responses from practitioner 
bodies to the U.K. government’s consultation on a 
long-term focus for corporate Britain with some dis- 
appointment. I felt it did not define the centrality of 
the role of quality management and quality practitio- 
ners, managers, and entrepreneurs in assisting UK pic 
in maintaining a long-term focus. 

Critically, in my opinion, the response from prac- 
titioner bodies was not as incisive regarding the fol- 
lowing three issues:^^ 

1 .1 The Concept of Customer Satisfaction 

A search on the Chartered Quality Institute (CQI) 
website for the word ’’customer” reveals a concept 
linked to the traditional process model interpretation 
of the definition as ”a generic term for the person 
who buys goods or services from a supplier. 

The Inability to Respond to the Dilemma 
Inherent in the Principal 

The traditional process model of input— process— output 
intuitively recognizes waste as a result of economic ac- 
tivity but interprets waste as an unavoidable externality. 

The quality profession has led the way in waste re- 
duction by developing techniques and tools such as 
lean manufacturing and Six Sigma. However, these 
innovations were never designed to account for the 
effects of externalities such as carbon emissions re- 
sulting from global industrialization and fossil fuel 
consumption. From this perspective, the concept of 
the customer should be redefined to include aU stake- 
holders affected by the activity of the organization. 
Extending the concept clearly redefines quality beyond 
the boundaries of mere product and service conformi- 
ty to include its role in sustainable development. 

1 .2 The Decoupling of Quality from 
Sustainable Development 

The Brundtland Commission’s seminal definition of 
sustainable development as ^'development that meets the 
needs of the present without compromising the ability of future 
generations to meet their own needs" has influenced all ap- 
proaches to sustainability over the past two decades.^® 
Inherent in this definition is the concept of satisfaction 
of the ’’needs” of humanity, both present and future. 
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The quality profession is perfectly placed to assist 
businesses in reinterpreting their approach to sustain- 
able development and investment by focusing efforts 
on the development of a sustainable culture based on 
the use of quality principles and techniques. The mes- 
saging of the importance and applicability of basic 
techniques, such as the plan— do— check— act cycle in im- 
plementing sustainable solutions to business functions, 
is steadily being usurped by a recent emphasis on the 
use of triple bottom-line reporting by organizations. 

This has led, in some instances, to a distinct 
focus on economic, environmental, and social indi- 
cators to the detriment of quality and safety indica- 
tors. The result of this focus by corporations has 
contributed to product failures at Toyota^^ and un- 
fortunate but avoidable disasters such as the BP oil 
spill in the Gulf of Mexico. 

1.3 The Inability to Respond to the Dilemma 
Inherent in the Principal-Agent Relationship 

The recent financial crisis identified with terrific clarity 
the inherent failings of the principal-agent relation- 
ship. This is clearly demonstrated by the bankruptcy of 
Lehman Brothers in autumn 2008, when a lack of def- 
inition of the term "customer”, or a focus on custom- 
er satisfaction and the needs of the customer from the 
perspective of sustainable development, was at fault.^^ 
The entire focus of the company was on short-term 
profits to the detriment of the principals; that is, share- 
holders, investors, and society. Lehman’s customer or 
principal in this context was global society, due to its 
size and reach. The board failed to understand their 
duty to society, and this translated into unsustainable 
practices, such as bonuses linked to purely financial in- 
dicators and investment decisions that resulted in the 
death of this 158-year-old institution. 

It is imperative that the quality profession broad- 
ens its unique selling proposition beyond the tradi- 
tional roles of quality assurance and ISO 9000 and 
extend its remit. The Japanese Union of Scientists 
and Engineers, American Society for Quality, and 
CQI should take the lead in disseminating knowledge 
on management systems in general including busi- 
ness continuity, risk management, and social respon- 
sibility, as these are evolving as major parts of the 
quality professional’s role and are expressed in ISO 
26000, the new social responsibility standard. 

This expansion is necessary if quality manage- 
ment is to continue to attract the individuals who can 
contribute to the development of the profession. I 



subscribe to the view that not only UK pic but also 
global economy can regain its competitiveness, but this 
can only happen if quality is placed right at the heart of 
sustainable development by focusing not on the man- 
agement of quality but on the quality of management. 

Secondly, regarding the strategic options for SMEs 
to embed sustainability, tools such as carbon footprint 
reporting are voluntary initiatives of which implemen- 
tation costs are considered prohibitive except for those 
firms with near-monopolistic profits.^^ Research studies 
also infer that sustainability footprints, for example, 
carbon footprint, by nature record historical impact and 
do not incorporate the views of future generations.^"^ 

The lack of utility of sustainability indices such as the 
Global Reporting Index as an indicator of an organi- 
zation’s state of sustainability or absence sustain- 
ability and the difficult in quantifying the benefits of sus- 
tainabilfy footprints have seen its limited adoption by 
SMEs.^^’ Significantly, research into sustainability 
footprint tools has focused on larger organizations 
with limited research into sustainability footprint re- 
porting in SMEs.^^’ Contemporary research reveals 
that the success of best practice initiatives, for example, 
carbon footprint measurement, seems to benefit from 
the organization having prior "built-in" capability.^^ 

It is imperative that the quality profession 
broadens its unique selling proposition beyond 
the traditional roles of quality assurance and 
ISO 9000 and extend its remit. 

SMEs are also faced with a conundrum of short- versus 
long-term aims within the constraints of limited re- 
sources when adopting best practice initiatives, the value 
of which must be judged by the achievement, deploy- 
ment, and overall sustainability of the capability generat- 
ed by the initiative with implementation decisions being 
affected by the ability of management to apply sustain- 
ability models that have been ''over engineered" precluding 
their suitability to the operational SME context.^^’^® This 
has contributed to an emphasis on "quick wins" when 
the long-term success of best practice initiatives requires 
ongoing support.^^ Performance measurement tools 
such as carbon footprint reporting are voluntary activ- 
ities as small businesses are not required to participate 
in carbon trading schemes such as the European Union 
Emissions Trading Scheme (EUETS) or unduly influ- 
enced by pressure from institutional investors.^^ In the 
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absence of direct grants or legal pressures to pursue sus- 
tainability initiatives, SMEs can be encouraged by the in- 
creased spending on energy, envitonmental, and sustain- 
ability initiatives by large customers despite recent global 
economic challenges and as such may be influenced to 
adopt sustainable business practicesd^’ 

This book explores the key challenges facing busi- 
nesses striving to embed sustainability, that is, phil- 
osophical, cultural, and social. The Sustainable Strategic 
Growth Model is provided as an option to overcome 
the key challenges regarding the incorporation of 
sustainability within strategy with four case studies 
outlining practical approaches in deploying strategic 
intent within the resource constraints of the SME 
operational context. Through the implementation 
of the Sustainable Strategic Growth Model, organi- 
zations evolve from small businesses to Sustainably 
Managed Enterprises, the new SMEs. 

In the race to exploit earth’s resources, commer- 
cialize space, and colonize future planets, we must 
aim to incorporate sustainability principles in our 
technological innovations. The choices are clear; our 
species Homo sapiens, which when translated from the 
original Latin means ’’wise man” must achieve sus- 
tainable development. 
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